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The Accounting Profession :* 
Its Demands and Its Future 


By Exiyan W. Setts, C. P.A., M.A. 


Time was when attention was focused on the professions of 
law, medicine, ministry and pedagogy as alone worthy a young 
man’s ambition, but to-day the one greatest interest of this coun- 
try, business, calls him with no uncertain voice to a career co- 
equal in importance and quite as worthy of his consideration 
from the standpoint of the intelligence it demands and its use- 
fulness in the progression of the world. 

In my practice as a public accountant I have been brought 
in contact with men administering pretty much all classes of 
business, and also with those administering the affairs of gov- 
ernment—federal, state, county and municipal—educational and 
eleemosynary institutions, and with members of various profes- 
sions; and from this experience I have no hesitation in saying 
that our men of business are the peers of any of them. They do 
not seem to have the faculty of expressing publicly their defense 
to the frequent unjust attacks upon them by the many would-be 
reformers whose only qualifications appear to be glib tongues or 
facile pens. And if it cannot be said that these business men are 
always wholly blameless in their methods, I do say that the men 
of the expansive type concern themselves more with the charac- 
ter and usefulness of their productions than with the financial or 
money-making end of business, and that they are possessed of 
certain ideals in practically equal degree with men in profes- 
sional life, and in a much greater degree than those in public 


*An address delivered before the College of Business Administration of Boston 
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life. Moreover, I have found that men in charge of the admin- 
istration of business are quick to discern and utilize the know- 
ledge and ability of other men—a matter in which you are 
especially interested or will be when you conclude your work 
here. 

As proof conclusive of the importance of business as a career, 
it may be stated that the great educational institutions of this 
country are making signal strides in this particularly practical 
field by the adoption of accountancy and kindred courses which 
will redound to their credit—as they should—and which will be 
of enormous benefit to the country’s business interests. These 
courses have created a most favorable impression on the minds 
of the men of business affairs, many of whom in the past, we 
must admit, perhaps reluctantly, have looked with some mis- 
givings on university education for those whose subsequent 
activities were to be outside the professions. 

In your college of business administration the greater part of 
the courses relates directly to subjects necessary to accountancy 
education. The other courses, while not entirely unrelated to 
accountancy, relate more particularly to business administration. 
As a matter of education, the two—accountancy and business 
administration—are more or less interrelated, but there is a clear 
distinction between them in the careers that will be open to you 
when you will have finished your scholastic work. Without 
minimizing the importance of business administration, I can say 
to those of you who have chosen public accountancy for your 
profession that there is a great and growing field before you, for 
it is estimated that only about ten per cent of the public account- 
ing work in this country is now being done that should be done. 
So, going to the public trained and equipped to discharge the 
many functions of your profession, you will not lack opportunity. 

For those who enjoy ancient history there is some solace and 
interest in this subject because the antiquity of accountancy is 
well authenticated. Baked clay tablets found in Assyria reveal 
the existence of private accountants in that country as long ago 
as 464 to 424 B.C. But it was not until the fourteenth century 
in Italy that double entry bookkeeping was regularly employed. 
There are indications of the existence of professional accountants 
as early as the year 831, and in 1581 there was formed in Venice 
an association of accountants which, in course of time, came to 
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have more power and influence than our present day associations. 
There were professional accountants in Scotland over one hun- 
dred and forty years ago, the Edinburgh directory of 1773 desig- 
nating seven as accountants, though the Society of Accountants 
in Edinburgh was not organized until 1853 and received its royal 
warrant during the following year. The profession in England 
to-day is represented by several organizations, the principal of 
which are the Institute of Chartered Accountants with a member- 
ship of about 5,000, and the Society of Incorporated Accountants 
and Auditors with a membership of about 3,000. 

There is much that might be said of other incidents in the 
more recent history of accountancy, notably the organization of 
the professional associations throughout the world during the 
last fifty years. The American Association of Public Account- 
ants was incorporated nearly thirty years ago—August 20, 1887. 
It is the representative professional body in this country. 

But accountancy as a profession in this country received its 
first legal recognition some years later from the act of the legis- 
lature of the state of New York, August 17, 1896, empowering 
the regents of the university of the state to pass on the qualifica- 
tions of applicants and to grant certificates authorizing the use 
of the title “certified public accountant.” Since that time similar 
enactments have followed in other states, until to-day there are 
only nine states that are without C. P. A. laws. Societies have 
been organized in practically all of the states having C. P. A. 
laws, and these societies are members of and form a part of 
the national organization—the American Association of Public 
Accountants. This association has for its purpose the elevation 
of the profession; the consolidation into a single professional in- 
terest of all the various component parts; making uniform so far 
as practicable state legislation affecting accountancy; spreading 
knowledge of the capacity and usefulness of the public account- 
ant; and giving attention generally to the affairs of the profession. 
The association now has a membership of about 1,050. When 
the time is propitious it is well to join a state organization which 
will bring you in contact with this representative national body. 

Only about eighteen years ago a well-known public account- 
ant, anticipating the development in this country of accountancy 
as a profession and realizing the importance of education for the 
profession, approached the president of one of our largest uni- 
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versities—a man reputed to be progressive—with a proposal 
to establish in his university a course in accountancy. The pro- 
posal was ridiculed and called absurd because universities taught 
only the arts and sciences, and accountancy, the president of the 
university said, was only a branch of business which had no place 
among them. 

But this is an age of advancement; and that university did 
not long defer its recognition of the importance of the subject. 
After some of the other universities had taken the lead it estab- 
lished courses which, like this university and some others, went 
further than the original proposal in that they embraced the 
study of some features of business outside the category of ac- 
countancy. It is well that these added features should be included, 
for business in this country overshadows all other interests. It is 
so big, so important, and so susceptible of further development 
and improvement, that the opportunity for the student of its 
administration is boundless. 

The demands on the public accountant are various. In this 
country to-day the work in general terms embraces auditing, 
which has to do with the verification and proper statement of 
assets and liabilities and of the accounts of operations, and deter- 
mining fiduciary integrity; special examinations and reports on 
the affairs of those engaged in every field of activity, for the most 
part for bankers and others interested in investments; devising 
and installing new systems of accounts and revising and im- 
proving existing systems; a miscellaneous class of work such as 
making ‘statements of the accounts of executors and adminis- 
trators and special data for cases to be litigated or arbitrated; 
organization of administrative and other branches of business; 
supervising inventories and appraisals ; the preparation of reports 
and sometimes certificates relating to these undertakings; and 
numerous other incidental matters. 

The profession in the discharge of its functions deals only with 
conditions, facts and figures. It has no place for bias, perversions, 
fancies, or narrow and contracted viewpoints. It calls for breadth 
of vision, discretion, tact and diplomacy. The continuance of the 
advancement of the profession, which heretofore has been marked, 
is necessary in order to keep pace with the demands upon it. Its 
importance is recognized by governments, states, municipalities, 
corporations—including railroads, public utilities, banks and trust 
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companies, manufactories—firms, individuals, and undertakings of 
nearly every description, including educational, charitable and 
ecclesiastical, as is indicated by the increasing extent to which the 
services of its members are requisitioned by all of these. 

Let us glance at the financial return. It is estimated that, with 
the members of professional organizations, their staffs and other 
practising accountants, there are from 10,000 to 15,000 engaged 
in public accountancy in the United States. Based on the past 
five year experience of my own firm, I find that the average annual 
return per accountant is about $4,000.00. Probably this would 
be a somewhat higher average than obtains for all public account- 
ants, but assume the average to be $2,500.00 which is slightly 
more than sixty per cent of our return. If there are 12,000 people 
engaged in public accountancy the annual return would be say 
$30,000,000.00. This, bear in mind, covers only about ten per cent 
of the possible field of public accountancy. 

Carrying the calculation further, according to the income tax 
returns there are about 400,000 corporations in the United States, 
and there are at least 600,000 firms, institutions or individuals 
engaged in all classes of business and undertakings. If all these 
corporations, firms, institutions and individuals required the ser- 
vices of public accountants annually—a somewhat chimerical sup- 
position no doubt, although in nearly every instance their services, 
if available, could be utilized advantageously—and the experience 
of my firm as to the gross return from each engagement, again 
reduced by forty per cent, be used, the annual return would be 
something like $300,000,000.00, or ten times the estimate of the 
present annual return. 

‘these figures may seem alluring, but you must not be carried 
away with the prospects they hold out. Anything approaching 
such a high measure of practice can only be brought about 
through the development of an adequate and efficient profession. 

As large as the field of public accountancy appears to be from 
these rather imposing figures, and however proficient you may be 
at the outset of your career, it is not to be expected that you will 
have immediately a clientele sufficiently large to engage your entire 
time and attention. This leads me to venture the suggestion, even 
if it appears rather bold, that there is open to you a new field as 
an incident to public accounting—that of public office. I believe 
there is urgent need for the services of men who, by reason of 
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their training and knowledge, are particularly qualified for con- 
sideration of and action on public affairs in general, and public | 
financial matters in particular. The time is past when we can 
afford to continue to have untrained men administering such 
public affairs as call for expert knowledge. 

There are many public offices available to you which would not 
require all your time, and your incumbency would enable you to 
foster and protect the business of the country which it is assumed 
you are preparing yourselves to serve. Your capacity for judg- 
men, your knowledge of efficiency and economy, your high ideals 
—which of necessity as public accountants will be your principal 
stock in trade—and your undoubted attitude of fairness towards 
business, equip you for the undertaking, and would present a 
refreshing contrast to the characteristics of the average office- 
holding and office-seeking politician. You, perhaps, will need 
some practice in speaking from the platform. This can be ob- 
tained without any loss of time in your work here by debating 
your accounting problems and especially those dealing with public 
affairs. 

It is surprising to find how wofully lacking are many of our 
public officers in the rudiments of accounting. Through igno- 
rance or otherwise they seem to confuse hopelessly the most 
simple accounting propositions, and to start endless controversies 
on matters as to which—when the facts are properly stated— 
there should be no difference of opinion. Numberless illustrations 
of such cases could be cited. Let me bring to your attention 
just two. 

Recently the governor of the state of New York, in a special 
message to the legislature, stated that the financial situation of the 
state was very grave and that it would be necessary to provide 
through direct taxation the sum of, approximately, $19,000,000.00 
to meet certain deficiencies. Both the ex-governor and his former 
counsel published statements to the effect that the tabulations of 
figures on which the governor based his conclusions of the neces- 
sity for such a tax were erroneous, and that correct tabulations 
would show not only that no such deficit as the governor claimed 
was imminent, but that there should be no deficit at all. Without 
entering into the merits of the question, it is evident that either 
the governor or the ex-governor was far astray on the simple 
matter of tabulating accounts, and that the conclusions of neither 
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should have been accepted by the legislature without further in- 
vestigation on its part. In investigations of this character or in 
the preparation of the data in the first place in such a manner as 
to avoid the necessity of investigation, the accountant as a mem- 
ber of deliberative and legislative bodies should prove to be of the 
greatest public importance and value. 

The other example :—Our income tax law dealing with the 
manner in which the net income of corporations, etc., shall be 
ascertained reads: 


“Such net income shall be ascertained by deducting 
from the gross amount of the income of such corpora- 
tions received within the year all the ordinary and 
necessary expenses paid within the year in the mainte- 
nance and operation of its business,” etc. 


In other words, the income account should be prepared on the 
basis of cash receipts and disbursements notwithstanding the fact 
that a creature of the government itselfi—the interstate commerce 
commission—especially provides that the methods to be pursued 
by the railroads of the country in ascertaining their income shall 
not be on the basis of cash receipts and disbursements but on the 
basis of income accrued and expenses incurred. And most of the 
larger businesses of the country so keep their accounts. Yet it 
does not appear that it occurred to any of our representatives in 
passing the bill, or to the president in signing it, that there was 
any inconsistency. 

My point is that if a public accountant had had anything to do 
with the drafting of the bill, the inconsistency would have been 
apparent to him at once. Moreover, the whole bill would have 
been more logically arranged and would have been stated in 
language so clear as to render unnecessary the flood of rulings of 
the commissioner of internal revenue, some of which appear to be 
entirely arbitrary. 

However evil may have been the enactment creating the inter- 
state commerce commission and the subsequent enactments extend- 
ing its activities and retarding railway development, which in turn 
has retarded agricultural development and hampered business 
generally, it is to the commission’s credit that it has held many 
conferences with the representatives of the Association of 
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American Railway Accounting Officers, the most notable body 
of private accountants in the world, respecting the form of ac- 
counts for railways, and has many times heeded the association’s 
recommendations. 

The affairs of governments themselves, federal, state, and 
municipal, are increasing in variety and complexity, and their 
relations with other businesses through the somewhat socialistic 
tendencies of the times are multiplied many-fold. The qualifica- 
tions of the trained public accountant thus appeal with special 
force to the conservative business element of the communities 
they would offer to represent in public bodies. 

No doubt a legal training is of importance in considering the 
bulk of legislative questions; still many of them involve matters 
of accounts to such an extent that in dealing with them the 
opinion of the public accountant would be of particular impor- 
tance, and you, with equal propriety with the young lawyer, could 
interest yourselves in public matters and make yourselves felt in 
the councils of the municipality, county, state, or government. 
I, for one, believe that your influence would be uniformly bene- 
ficial. While it is not likely that all of you intend to follow ac- 
countancy as a profession, to those of you who do I urge that this 
feature of your career be given consideration. I believe that the 
time you may devote to this kind of work will not be found to be 
unproductive for yourselves or for the public, and that ultimately 
your standing and influence in the community as well as others 
of your profession will be broadened and benefited. 

One of these days, among other things there will be a move- 
ment for legislation calling for compulsory audits to be made by 
the profession of public accountants. Should you then have some 
affiliation with public office you would be of great value in re- 
straining legislation until we have a profession sufficiently de- 
veloped to respond to it. The Massachusetts act of 1903, as 
amended in 1914, which requires corporations with $100,000.00 
capital or more to file reports in the office of the secretary of the 
commonwealth, which shall be accompanied by a written state- 
ment under oath by an auditor, needs further amendment in order 
to make the qualification of the auditor professional. It would be 
a lamentable catastrophe, however, if the profession as it is to-day 
were compelled by legislation to meet the requirement of auditing 
a considerable amount of business because of the lack of numbers 
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in the profession to do the work justice. Legislation in this re- 
spect should be by degrees and keep pace with the advancement of 
the profession—and you will have an opportunity to influence it 
when it comes, as it certainly will—so see to it that such legisla- 
tion, while conserving the public interest, shall be of mutual bene- 
fit to business on the one hand and to the profession on the other. 
In any event see that injustice is done to neither. 

If I have digressed somewhat from The Accounting Profes- 
sion: Its Demands and Its Future, the subject on which I was 
invited to speak, and if my suggestion for your consideration of 
the possibilities for you in public office would be more pertinent 
at the close of your college session than at its beginning, my 
congratulations are none the less hearty to this institution for 
the establishment of business and accountancy courses and to you 
for availing yourselves of them. 
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Accountancy in Canada* 
By Geo. Epwarps, F.C. A. 


The history of accountancy in Canada may be divided into 
three periods: pre-organization, local organization and national 
organization. 

The first of these periods may be said to have ended in 1880, 
the second in 1910. From the year last named down to the 
present time has been a period of development of our national 
programme. One further stage in the march of professional 
progress remains to be consummated—international organization. 
Already the foundation for this highly desirable achievement is in 
the process of being laid. 

My purpose is to outline very briefly to you the outstanding 
events in our Canadian experience, and to draw therefrom such 
conclusions as these events in themselves or in sequence seem to 
justify. 

Previous to 1880 whatever history there is to relate has to do 
with happenings in the eastern provinces of Ontario and Quebec. 
Public accountants, as such, made their appearance in conse- 
quence of the public need for men to act as assignees of estates in 
bankruptcy, under the “insolvent acts” passed by the parliaments 
of Canada in 1864, 1869 and 1875. The insolvent acts of 1869 
and 1875 permitted the creditors of an insolvent debtor to name 
an assignee to administer and distribute the estate and with the 
object of wisely limiting that choice, the government appointed 
“official assignees” so called, and the business of winding up in- 
solvent estates thus became a lucrative calling, and quite sufficient 
in volume to command the exclusive attention of a number of men 
in the larger cities where the wholesale merchants and distribu- 
tors were located. These wholesale merchants were usually the 
largest creditors, and thus became the dispensers of considerable 
patronage. Then, as now, merit had its reward and the official 
assignee excelling in the special qualifications for these duties 
naturally made the most money. Many important accountancy 
offices thus became well established, some of which have main- 
tained a continuous existence down to the present time. 





* An address delivered before a joint meeting of the Dominion Association of Char- 
tered Accountants and the American Association of Public Accountants, at Seattle, 
Washington, September 2z, 1915. 
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The growth of the accountancy profession at that time, apart 
from the exercise of the functions I have referred to, was not 
rapid. Co-operation in business enterprises in the form of joint 
stock limited liability companies was confined practically to finan- 
cial undertakings such as banks, loan and insurance companies. 
Trading and manufacturing was carried on by individuals or part- 
nerships and these suggested no opening for the professional 
auditor. The financial corporations usually had by-laws provid- 
ing for the appointment of one or two auditors, but these positions 
were filled by clerks from other offices and the duties performed 
after hours. There was, however, nothing in such appointments 
to stimulate endeavor in the direction of technical efficiency and 
it was not until 1880 that any effort was made to secure recogni- 
tion for accountants as a definite factor in the business life of 
Canada. 

Simultaneously Montreal and Toronto accountants took action, 
and while it cannot be said with certainty how it came about, 
there can be little doubt that the getting together about that time 
of the London, Manchester, Liverpool and other British societies, 
which soon after culminated in the Institute of Chartered Ac- 
countants of England and Wales, was not without its influence on 
the situation. The Toronto organization was continued for three 
years without a charter, but the Montreal accountants secured an 
act of incorporation at the outset and their members became 
known as chartered accountants. 

It is perhaps worth noting that while each of these newly 
formed societies recognized the advantages which would accrue 
from organization, their methods of procedure were quite differ- 
ent. The Montreal association began its existence with few mem- 
bers but they were all, so far as can be ascertained, practising 
men and their clerks. 

The Institute of Accountants and Auditors of Ontario as it 
was first called, went out into the highways, figuratively speaking, 
for its membership, and, while it included many practising men, 
the movement was intended also to enlist the sympathy and sup- 
port of leading bankers and managers of insurance and loan cor- 
porations, who were accordingly also included in its initial mem- 
bership. When incorporation took place three years later, the 
membership was numerically larger than it is at the present 
time. 
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In 1886 the Chartered Accountants Association of Manitoba 
was incorporated, but remained comparatively inactive during the 
first twelve years of its existence. In Nova Scotia organization 
was effected and a charter secured in 1900. British Columbia 
organized in 1905 and Saskatchewan in 1908. As has already 
been stated, the history of our national organization commences 
with the year 1910. A few months later the Institute of Char- 
tered Accountants of Alberta obtained incorporation, being the 
seventh and youngest of the provincial organizations which now 
compose the Dominion Association. 

The first members of the four older societies had passed no 
technical examinations of any sort, and there were no means avail- 
able for doing so. Every movement must have a beginning and 
feel its way along for a time. Soon it came to be recognized that 
public confidence in the movement would be stimulated by the 
adoption of technical standards and granting certificates of com- 
petency. The Montreal association, having but one authorized 
grade of membership, held an examination whenever a suitable 
candidate came forward. The Ontario institute commenced by 
constituting a committee consisting of A, B, and C to examine D. 
Then B, C and D would examine A and so on until a round dozen 
had thus been pronounced competent and these were known as 
fellows. These then proceeded to examine other members and 
grant certificates of competency as associate members. These in 
turn might become fellows by further examination. Many mem- 
bers preferred to drop out rather than submit to examination. 
Further secessions were due to the belief that the organization 
was designed to benefit only the man who was making a business 
of it. In this manner the institute lost fully two-thirds of its 
original members. 

Thus it came about that by the year 1893 or thereabouts, or 
within the first decade of their organized existence, Ontario 
practising accountants were, with the exception of a very few of 
the foundation members, qualified by examination for their pro- 
fessional functions. 

As might be expected, the experience of the senior societies 
was turned to good account when the profession was organized 
in the far western provinces. In British Columbia incorporation 
was granted to men already qualified by English and Scottish 
societies. In Saskatchewan the act of incorporation became opera- 
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tive only when a sufficient number of local accountants had passed 
a satisfactory examination, which was conducted on behalf of the 
government by one of the older bodies. The foundation members 
of the most recently formed society—Alberta—were already 
chartered accountants accredited from one or another of the 
existing bodies. 

In the matter of examinations also, the older societies developed 
the standards and the younger of them made use of the experience 
thus accumulated. Three general stages of experience marked 
the course of events, and these may be distinguished as follows: 

(1) Qualifying by a single examination any who might desire 
to submit to the test prescribed. 

(2) Qualifying by a series of tests, usually two or three 
examinations and a term of service in the office of a 
public accountant; and 

(3) Qualifying as in (2) but limiting the candidates to those 
possessing a certain academic standing, as for instance 
university matriculation or an equivalent. 

In the earlier years of our societies the conditions under which 
the profession was developed were such that men of mature years 
and already established in practice had to be reasonably consid- 
ered, and it was thought wise to prescribe such tests of compe- 
tency only as should not operate to deter them from offering 
themselves. Care had to be taken that no one might say with 
reason that a close corporation had been created by the govern- 
ment for the advantage of the favored few. 

A few years later the view prevailed that sufficient opportunity 
had been afforded to the established class to come in, and that 
the few not yet in would probably not come in at all. 

The second stage was entered upon—in recognition that the 
chartered accountant of the future must be trained from youth 
for professional life—and a series of examinations was estab- 
lished suited to young men and keeping pace with their accumu- 
lating practical experience. A scale of exemptions in favor of 
accountants of maturer years and wider experience operated as 
an open door for any whose eleventh-hour decision might warrant 
special consideration. 

The corollary to this policy was obviously increased educa- 
tional facilities, and student societies on the basis of similar 
societies in England were formed and fostered by the institute. 
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The first students’ society, that of Ontario, dates from 1899, 
and numbers at the present time nearly one hundred members. 
Other societies more recently formed while smaller in numbers 
leave nothing to be desired as fulfilling the purposes for which 
they were designed. 

These societies or classes have thus far been self-supporting, 
excepting for occasional aid from the local institute in creating 
libraries and supplying literature. Their rules are subject to the 
approval of the institutes, which also appoint representatives upon 
their managing committees. Lectures during the winter season, 
classes for study and discussion and the circulation among the 
members of text books from the library combine to form a valu- 
able auxiliary to the daily work of the students in the public 
accountants’ offices. 

This briefly was the state of the Canadian profession when the 
period of local organization developed into the present stage of 
national organization. This development took place in a some- 
what unusual way. 

In 1901 some accountants, not approving of the general lines 
upon which the local societies were conducted, or possibly not 
appreciating the difficulties attending the process of developing— 
without undue friction—ideal professional conditions from the 
crude efforts of earlier years, sought to establish by the aid of our 
national parliament, a professional guild, the qualification for 
which was to be (a) an office for the practice of accountancy and 
(b) general reputation as to good character and professional 
knowledge, these to take the place of the examinations prescribed 
by the local societies. The body thus incorporated was known 
as the Dominion Association of Chartered Accountants. 

Previous to the incorporation of the Dominion Association 
there had been practically nothing in common between the local 
institutes ; indeed, the members of any one of them were hardly 
aware of the existence of the others. Doubtless information had 
filtered through at some time or other, for their several incor- 
porating acts and by-laws contained many similar provisions and 
phrases, and there were other and incidental evidences that they 
were seeking by the same general route to arrive at the same 
object—the establishment of professional status for practising 
accountants. The Dominion Association, conducting its opera- 
tions over the same territory, appeared to be a menace to their 


338 














Accountancy in Canada 


well-being, and there was brought about what in high diplomatic 
circles would be termed a “triple entente” which opposed though 
at first unsuccessfully the new doctrine of efficiency. 

Later in 1908 the entente admitted a new partner and took the 
offensive. Legislative enactments were made and disallowed, 
each side mustered its resources of men and money and fought 
for their convictions until in 1909 an agreement was reached and 
by a process of mutual absorption our present national organiza- 
tion assumed form. The local societies absorbed the members of 
the hitherto independent dominion body, the Dominion Associa- 
tion absorbed the members of the local bodies, and the machinery 
of each was adapted for work in combination with the other. 

Out of all the animosities of those strenuous days there a came 
a complete understanding which will we believe continue, for the 
course of events since 1910 has not been marked by any important 
divergence in view, either as to what the profession in Canada 
needs or the way to get it. 

The relation which is sustained between the dominion or na- 
tional association and the various provincial institutes is deter- 
mined entirely by the authority each derives from the acts incor- 
porating them. The authority so derived is in turn determined 
by the jurisdiction of the national and provincial legislatures re- 
spectively. This jurisdiction is defined by an act of the parlia- 
ment of the United Kingdom, known as the British North 
America act, by which the various provinces of British North 
America were in 1867 federated and a new parliament created at 
Ottawa. This parliament was given authority to legislate upon 
matters deemed to be for the general advantage of Canada, cus- 
toms, defence, railways, navigation, post offices, bankruptcy, 
banking, patents and so forth. The provincial legislatures were 
given the exclusive right to legislate upon matters of local con- 
cern, municipal, judicial, licence, property, education and civil 
rights and numerous other matters. 

An act of either national or provincial legislature therefore 
could confer upon societies of accountants no greater or wider 
power than the legislature itself possessed, and if either legisla- 
ture should assume to grant powers outside the scope of its own 
authority, those powers might not be lawfully exercised. 

The chief functions of accountant organizations were to edu- 
cate and examine, and to give a distinctive civil status, or the 
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right to be known by a distinctive name, to those found compe- 
tent by definite tests. Thus questions of education and civil 
rights were the factors in determining the source of any useful 
legislation affecting accountants. These powers being provincial, 
the only accountant societies which could be equipped with the 
necessary machinery would be those deriving power under an act 
of a provincial legislature. Hence our provincial societies, all 
clothed with the power to educate and train men for public service 
and to prescribe tests and confer designations and distinctive 
titles upon those found fit. 

An accountant society deriving power from the national legis- 
lature and assuming to perform these functions could not be 
expected, in the nature of things, to get anywhere. It was like a 
body without head or tail. The one condition which gave any 
promise of success was the co-operation of the members of the 
provincial societies. This was provided for by the act of incor- 
poration, but rendered inoperative by the by-laws passed soon 
afterwards. 

The logical solution was for these organizations to come to- 
gether, and redistribute their activities so that between them the 
things that ought to be done would not be left undone. This came 
about late in 1909 and, as I have already observed, became effec- 
tive in the year following. 

The objects and purposes of our national organization were 
re-defined. They find expression in the opening by-law which 
was passed in 1910 as follows: 

(a) To secure the incorporation of provincial societies in 

provinces of the dominion where now none exists. 

(b) To assist provincial societies in securing uniform legisla- 
tion for the better protection and regulation of local 
professional interests. 

(c) To secure the adoption by provincial societies of uniform 
standards of examination and membership. 

(d) To arrange for reciprocal privileges between provincial 
societies for the benefit of their members. 

(e) To consider questions of ethics. 

(f) To secure harmony of action in all matters affecting the 
common interest and generally to act in an advisory 
capacity to the provincial societies. 
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Briefly expressed, the Dominion Association was henceforth 
to concern itself solely with the welfare of the constituent socie- 
ties, and to promote a friendly understanding among them. Here 
was a task worthy of our best efforts; and it was entered upon 
with enthusiasm. The provincial societies could subscribe to the 
propaganda without having to consider whether their own privi- 
leges were likely to be encroached upon—they were not only able 
to pursue their legitimate work of educating and qualifying 
accountants, but were assured of the active and moral support of 
every other society in so doing. 

Mr. George Wilkinson, who honored with his presence our 
first convention under the new auspices, expressed himself in 
highly commendatory terms in referring to our general pro- 
gramme, and his opinion was highly valued and appreciated. Mr. 
Wilkinson always says pleasant things and always in a pleasant 
way, but as we have found him equally ready to give good advice 
when needed, we had no difficulty in believing his good opinion 
to be sincere. Moreover, the five years since elapsed have been 
fruitful years, and while there is still much to be done, results 
already attained have fulfilled all expectations. 

Under the first caption there was not perhaps much scope. 
Canada has but nine provinces organized in a legislative way. 
Five societies constituted the original association, two provincial 
societies have since been incorporated, leaving but two provinces 
—the least in area and population—without organization. 

Under the heading of uniform legislation, our achievements 
have been noteworthy. The association has either actively as- 
sisted or stimulated the efforts of five of the local societies to 
procure advanced legislation along practically identical lines, and 
the knowledge of the fact that the applications for such legisla- 
tion had the support and approval of the other provincial societies 
strengthened legislative sentiment in their favor. The new legis- 
lation has thus far proved workable and in the public interest as 
well as in the interests of the societies. 

In the direction of uniform standards, very much has been 
accomplished. The various provinces have their own laws affect- 
ing companies, municipal government, real and personal property 
and so forth, and to that extent the standards of technical know- 
ledge can never be entirely uniform. In the other subjects for 
examination and in the general educational tests of eligibility for 
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these examinations and the service required in offices of prac- 
tising accountants, all our societies have substantially uniform 
requirements. By virtue of the legislation already referred to, 
the members of all but one of our societies are either associates 
or fellows, the latter dignity being conferred for conspicuous 
attainments or services. 

In the matter of reciprocal privileges six of our societies have 
by their by-laws provided for the admission without further ex- 
amination of members of other societies who have become such 
by examination, and who may have come to reside or have opened 
an office in the province. The seventh society insists upon actual 
residence in all cases before admitting members of other societies, 
so in this respect we have progressed about as far as we can go. 

Our national organization has not thus far discussed, except 
in a casual way, questions of professional ethics. The constituent 
societies are still endeavoring to “find themselves,” and when 
local sentiment has become crystallized, the subject will doubtless 
engage attention. 

So much for the professed object and purposes of our associa- 
tion. There remains to be mentioned, however, the great growth 
numerically that has taken place in the last five years, a growth 
due without any doubt to the fostering influences of national 
co-operation. I have pointed out that the first task undertaken 
was to correct defective legislation and create an atmosphere 
favorable to a public professional standard. To do this it seemed 
necessary at the outset to eliminate all other standards, actual or 
prospective, and focus the public attention upon the “chartered 
accountant” as the only standard of excellence in a public account- 
ant. Hence, the provision in most of our provincial charters, 
which prohibits the public use of any other designation, as evi- 
dence of technical ability. 

If any one deriving the right to designate himself “incorpo- 
rated accountant” or “certified accountant” under the laws of 
some other community desires to practise in any of these prov- 
inces, he may do so under the title of public accountant, which 
carries with it no implication of training or academic standing. 
If he wishes to go beyond that he must apply to the chartered 
accountants and be standardized. Our societies are the official 
conservators of professional standards, and are bound to inquire 
into the nature and quality of any standard implying a degree of 
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technical excellence claiming to be equal to our own, and if such 
standard is deemed to be equivalent, anyone holding that standing 
and seeking to practise in the province would be entitled to mem- 
bership in the local institute of chartered accountants, and would 
thereby become a chartered accountant for the purpose of his busi- 
ness in that province, whatever he may have been elsewhere. 
Thus every temptation to agitate or set up a rival standard is 
removed, the public knows no other kind of an accountant, and 
it is unlawful to make it aware of any other. Our legislation 
makes for unity, and practically all accountants of any standing 
arriving in Canada have joined forces with us, thereby acquiring 
local sympathies and becoming a source of strength to us. 

Let us compare the figures of our membership for five years 
ago with those of today. 


Ontario had then 130 Canadian resident members, now 154 
Montreal . 46 % 66 
Manitoba 2 30 J 69 
Nova Scotia “ 16 vy 33 
British Columbia then 13 a 67 
Saskatchewan 4 7 ¥ 37 
Alberta 0 * 37 
a total then of 242 “ — 463 


an increase of 87% in that brief interval of time. 


A project made practicable by organization in the larger way 
is our quarterly magazine, The Canadian Chartered Accountant. 
This publication is the property of the Dominion Association, and 
is its official organ. It is managed by a committee appointed at 
each annual meeting. Its general appearance and make-up will 
be familiar to many of you, and I hope that you may even have 
found something of interest in its pages. If you have not become 
a constant reader it is not yet too late to remedy the omission. 
There are one or two facts in connection with our magazine, 
however, which I cannot refrain from mentioning. 

The first is that the magazine is an asset, not a liability. The 
subscription fees and the advertising revenue have covered the 
expense of publication and something over. This is not frequently 
the experience of a new publication. It is true that we are for- 
tunate in being under no expense for contributions or for editing, 
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and for the latter especially the association is under a heavy 
debt of gratitude to Mr. Stiff, one of the members of the com- 
mittee. The chartered accountants feel that this is their own 
venture, and their disposition is to help it along. 

The second is that every member of the association and every 
student receives his copy. The member pays his subscription 
through the local society, the student receives his copy gratis. 

The third is that the contents of the magazine include, in addi- 
tion to the original and contributed articles, a quarterly resumé 
of the proceedings of each of the provincial societies and a direc- 
tory of its membership. 

These facts are given, not so much because they are novel 
or unusual, but rather to show that we are making the most of our 
opportunities for improving acquaintance and arousing a healthy 
interest in each other’s progress and doings as societies. 

It was suggested to me that I might speak to you of the 
difficulties we are meeting with in our organizations. Well, 
frankly, I am not aware of any, unless under that head I refer 
to the problems that present themselves to our colleagues in the 
province of Quebec. Here sharply drawn lines of race and 
language have made it impossible to attain the same unanimity 
of view and action as elsewhere, so there are in that province 
two professional bodies of accountants, an association of chartered 
accountants which serves the English speaking business interests 
and a society of incorporated accountants, mainly though not 
exclusively composed of French-Canadian elements. Legislative 
conditions are unfaverable to a solution of the difficulties there 
at the present time, but our association is hopeful that its good 
offices as a representative body may have a definite value when 
the right moment arrives. 

A question that has loomed up more than once is that of 
the admission of women to our membership. Many years ago, 
the Ontario institute was brought to the verge of the reality, a 
woman candidate having been able to comply with the preliminary 
tests as to experience and to pass all but the final examination. 
Before the time had come around for the final test, however, some 
lucky man drew the prize package and married her. The cir- 
cumstance has opened up a vista of possibilities, and in Ontario, 
at all events, the problem is not regarded as a dangerous or immi- 
nent one. 
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One of our western societies was apprehensive of legislation 
being introduced requiring it to admit women to the examina- 
tions, a step probably intended to influence votes. Nothing, how- 
ever, came of it. 

The subject is one that is tabled for discussion year after year, 
but as the requirements of our societies and conditions of service 
as a preliminary requirement are not favorable to the candidacy 
of women, we have no immediate apprehensions of invasion of 
what has thus far been man’s exclusive domain. 

A passing reference to our method of conducting our national 
business may be of interest as enabling a comparison (which my 
hearers may make for themselves) with the American Association 
of Public Accountants. 


1. The national membership is automatically the resident Can- 
adian membership of our provincial societies. The rule is, 
local membership first after complying with all the local 
tests as to service, study and examination. The Dominion 
Association executive has no other duty in this connection 
than to admit upon the certificate of the provincial institute. 


2. The national expenses are paid by the constituent societies 
at the rate of one dollar per member so certified with the 
obligation to pay a further pro rata assessment if the dollar 
proves insufficient. Thus the dominion executive is freed 
from the necessity of collecting annual fees and maintain- 
ing an organization for that purpose. 

3. Representation upon the dominion council is according to 
membership of the provincial body. Forty members or less 
elect one representative, forty-one or over elect two, and 
one hundred and one or over elect three, which is the limit 
of representation. To facilitate business at the annual meet- 
ings a member in attendance may be accredited as an alter- 
nate. 

4. The executive authority devolves annually and automatic- 
ally upon the representatives of the provincial institute next 
in order of seniority, and the secretary-treasurer is chosen 
by the president for the time being from the membership 
of his own institute. Thus there can be no heartburnings 
by reason of the popular vote failing to take account of the 
legitimate ambition of a constituent society. 
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5. The institute electing the president has the call and may 
decide the place of holding the annual meeting. 

6. The councils or governing committees of the local societies 
are standing committees for all local purposes. 


7. The council may transact urgent business of the associa- 
tion by post, according to rules framed for the purpose. 

8. Alterations or amendments to by-laws require the approval 
of all the constituent societies. Thus the Dominion Asso- 
ciation can never impose objectionable legislation upon any 
one of them. 


It will perhaps be apparent from the foregoing that the 
national body is the subordinate and not the superior of the two. 
The success of our enterprise we think lies mainly in that condi- 
tion. We think, act and legislate only as we can think, act and 
legislate together. When we find common ground we move for 
the benefit of all the societies and where we find opportunities 
for reciprocity we all reciprocate. Hence, my feeling that we 
must continue in harmony. 

But, well assured though we may be of harmony in our rela- 
tions with each other as societies and as individual accountants, 
we recognize that these conditions alone will not guarantee suc- 
cess. It is very necessary, indeed, that the point of view of the 
public need and the adequacy of the standards we have estab- 
lished to satisfy that need shall have had consideration, and con- 
sequently our societies have been careful to administer their 
common trust in a manner that will give assurances of the con- 
tinued backing and support of the legislative authority. 

When the older societies were incorporated, the measures in- 
troduced to effect that object were known as “private bills” ; 
that is to say, private interests only were affected. If a number 
of individuals chose to organize for their mutual benefit, they 
were given the right to do so, and were allowed to use a distinctive 
name. The public was not concerned. 

The incorporating acts of the more recently formed societies, 
however, and the amended legislation affecting the older societies, 
are fundamentally different, inasmuch as they are “public meas- 
ures,” and deemed to be in the public interest. They not only 
confer privileges but impose responsibilities. We understand that 
it is only so long as we use our best endeavors to discharge our 
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public functions intelligently and with due regard to the public 
interest that we can expect to receive exclusive recognition for 
our standards. 

I have already described the legislation which establishes the 
single professional standard in an accountant in all but one of 
our organized provinces. It only remains for me to point out 
that considerations of public policy will always predispose a 
government in favor of a single standard in any profession if a 
satisfactory standard can be found. If one does not exist, a 
government will feel justified in taking “on trial” a society whose 
prime purpose is to find a suitable standard. A society which 
can show that it has made definite progress toward that end will 
be correspondingly encouraged and supported. The exclusive 
legislation referred to in favor of the chartered accountants demon- 
strates to my mind that we have the confidence of our govern- 
ments. It might be argued, per contra, that where legislation of 
an exclusive character has not been enacted, the fault does not 
necessarily lie with an unappreciative legislature. There may be 
a reason. It may be that the existing organizations have failed to 
interpret correctly the public need or have failed to grasp the 
fact that the public is even concerned. It might be thought pre- 
sumptuous in me that I should seem by these observations to 
question the sagacity of those who have upon them the responsi- 
bility for the failure of the single standard in Great Britain, but 
I offer my opinion for what it may be worth. 

We believe, however, that we have settled the question in most 
of our Canadian provinces, and the reason for our confidence lies 
in the determination we have taken to study public and legisla- 
tive sentiment, and pursue an educational and informative policy 
in the direction whence any undermining or disturbing movements 
are to be apprehended. I am not sufficiently acquainted with 
the history of the professional accountant societies in the United 
States to entitle me to offer any comment, but I have received 
the impression that the “certified public accountant” as express- 
ing the standard of professional accounting has everything his 
own way. I hope it is the case. 

This brings me to the concluding part of my address on this 
occasion. I am sure that in expressing the hope that the near 
future may find us growing together in the form of an inter- 
national body I shall find your association responsive. The prin- 
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ciples we advocate, both technical and moral, are the same. Ac- 
countants are brothers always and everywhere, no matter what 
their allegiance, and if there should seem for the present to be 
some difficulty in seeing eye to eye upon all the great issues that 
are agitating the world today, the time will come again when we 
can forget these other differences, and there will be great ques- 
tions of international accounting to deal with, which will, or at 
least ought to, enlarge our present vision of the usefulness of an 
international association of public accountants. 

We are now as always open to discuss any plan which offers 
the possibility of closer relations. It has been a matter for grati- 
fication that on many occasions in recent years our official repre- 
sentatives have been guests at your conventions, and our annual 
events have been graced by the presence of your conspicuous 
men. We cannot hope to excel you in the matter of hospitality, 
for we have found you princely in your entertainments. 

In the interchange of our literature there are opportunities of 
advancing the international idea. In meeting together occasion- 
ally to discuss matters of mutual interest—how we may improve 
our service to the public—how the public may acquire increased 
confidence in us—how we may develop and practise towards each 
other those qualities of head and heart that are so necessary if we 
are to get any real satisfaction out of our professional experience 
or avoid animosities—these are some of the useful points of con- 
tact between you and us. 

It is perhaps by force of circumstances alone that there has 
been no considerable interchange of members between the C. P. A. 
societies and ours. To the flow of British capital into Canada 
must be attributed the fact that nearly one-fifth of the member- 
ship of Canadian societies has come from Britain, and like reasons 
must account for the accession to your members from the same 
quarter. With the increase in commercial relations between the 
United States and Canada which you must all expect—for you 
are getting to be a very wealthy nation, and we are told that we 
shall have to come to you for money when we get settled down 
again after our present excitement—we shall probably see ‘nore 
of you over our way, and we shall bid you welcome, even as we 
now convey to you our greetings and goodwill, and express our 
appreciation of the kindly feeling which has prompted your asso- 
ciation to extend to us the invitation to join you today. 
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By J. Epwarp Masters, C. P. A. 


It is obviously impossible to give a full and detailed history 
of the accounting profession in the brief time (thirty minutes) at 
my disposal this evening, and I shall therefore of necessity only 
attempt to touch upon the more important events and notable 
achievements which stand out as landmarks in the history of 
the profession in this country down to the present time. 

In looking back over the development of the profession in the 
United States, particularly during the past twenty or twenty-five 
years, and trying to measure it by the familiar method of com- 
parison, the question arises: Is there any other profession either 
in this or any other country in which there has been an equal 
progress in the same length of time? I doubt if there is. 

Accounting as a profession in the United States was probably 
unknown prior to 1870, and from that time to 1885 there were 
only a few individual practitioners and small firms—and even 
these few were not really well-trained accountants, but were what 
were commonly known as “expert bookkeepers.” The practice 
during this period consisted mainly of investigating embezzle- 
ments, opening and closing books, examination of accounts in 
dispute or litigation and adjusting incomplete or incorrect ac- 
counts. Little, if any, auditing was done and certainly the broader 
and more important duties and responsibilities of the accountant 
of to-day were not then performed or assumed. 

The rapid growth of business during the past twenty-five or 
thirty years, especially the formation of large concerns whereby 
immense sums of capital were concentrated and employed in cer- 
tain undertakings, very materially increased the demand for 
improved bookkeeping methods and systems and particularly the 
services of capable accountants. For the profession to keep pace 
with this demand was no small matter when we realize that 
properly qualified accountants cannot acquire the necessary educa- 
tion and training short of several years. The general develop- 
~~ * An address delivered at the joint meeting of the Dominion Association of Char- 


tered Accountants and the American Association of Public Accountants at Seattle, 
Washington, September 22, 1915. 
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ment of accounting in the United States, say from 1885 down to 
the present time, is marked by three steps of special importance: 


1. Organization of accounting societies. 

2. Legal recognition through the enactment of C. P. A. laws 
by state legislatures. 

3. Educational opportunities and growth. 


ORGANIZATION OF ACCOUNTING SOCIETIES 


It was perhaps only natural that the universally accepted 
principle, “In union there is strength,” should be adopted in this 
case. Hence in 1887 organization of accountancy in the United 
States had its birth, largely as a result of the interest and activities 
of Mr. Edwin Guthrie, who that year spent some time in the 
United States, together with Mr. John Francis, of Philadelphia, 
and a few other accountants of New York and Boston. It was 
on the 20th day of September, 1887, that the American Associa- 
tion of Public Accountants was formally incorporated under the 
laws of New York, and while this is still the name of our national 
body, the original form of the organization has been materially 
changed. In the beginning it was a national body with direct, 
individual membership, whereas the membership now consists, 
primarily, of the state societies. 

Ten years after this first organization was formed (that is, in 
1897), the first state society was started, due largely to local 
needs requiring local societies to assist in the work of building up 
the profession. One of the important results of these early organi- 
zations was their influence towards the second notable step in 
the march forward, that being legal recognition in the form of 
state laws regulating the profession and creating the title or 
degree of certified public accountant. 

The development and progress of the profession is closely 
associated with our national organization, so let us for the 
moment follow its history and some of its achievements. In 
July, 1902, at a meeting of the Illinois Association of Public Ac- 
countants, Mr. George Wilkinson read a paper in which he set 
forth the great need of establishing a definite relationship among 
the local state societies, which at that time were isolated and 
powerless to act in affairs of a national character. He suggested 
a plan for the co-ordination of all existing organizations by the 
formation of a federation of societies of public accountants. 
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A committee was formed and a meeting arranged for at Wash- 
ington, D. C., in October, 1902, consisting of prominent ac- 
countants from different parts of the country, when the “Federa- 
tion of Societies of Public Accountants in the United States of 
America” was formally organized. This awakened a much deeper 
interest in the profession and stimulated its growth. As a result 
of the untiring efforts of certain members and the support of 
many others the next important event was made possible. 

In 1904 the first international congress of accountants was 
held in St. Louis, and attended not only by delegates from the 
different state societies but also by representatives from Canada, 
England, Scotland and Wales. At this congress a plan was 
evolved whereby the next year, 1905, the two national societies, 
the American Association of Public Accountants and the Federa- 
tion of Societies of Public Accountants, were united, the name and 
seal of the American Association being retained, but a new con- 
stitution drawn up and adopted, having for its motives: 


1. The bringing together in friendly contact the different state 
societies and members of the profession. 

2. The encouragement and unification of C. P. A. legislation. 
In this organization the principle was adopted that the 
national organization should not interfere with the local 
interests of the different states, but at the same time 
should co-operate with the constituent societies in all 
practicable ways. 


Since 1904 the American Association of Public Accountants 
has held annual conventions in the fall of each year in different 
states. The opportunity they have afforded for accountants from 
all parts of the country to meet and become better acquainted and 
exchange ideas on the numereus accounting principles and con- 
ditions, some of which were new as applied to the situation in the 
United States, has been of immeasurable benefit in establishing 
standards and ideals, reconciling differences of opinion, cement- 
ing the professional bonds of state societies and individuals, and 
last, but not least, in bringing to the attention of the business world 
right methods and practices, not only in accounting matters but 
also in the organization and conduct of business, for it is with 
business that the accounting profession goes onward hand in 
hand. 
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One of the best indications of the progress of the profession 
to a higher level is that during, we will say, the last ten or twelve 
years the public has relied more and more on the accountant for 
advice and guidance in business matters, quite apart from those 
of a strictly accounting nature. The growth in numbers has been 
rapid considering the rather limited educational advantages and 
opportunities to obtain the necessary experience. We have no 
exact data as to the total number of practising accountants, in- 
cluding those not certified, but the steady increase in the member- 
ship of the American Association of Public Accountants gives a 
good idea of the growth. At the time of its original incorpora- 
tion in 1887 the membership was less than 100, and in 1905, when 
it combined with the federation, the total was 597, and now it is 
approximately 1,100, having almost doubled in the last ten years. 

There are many accountants not members of our state or 
national societies and who are not C. P. A.’s, the number probably 
far exceeding those that have obtained the degree. 


LEGAL RECOGNITION 


The first C. P. A. law was passed by the state of New York in 
April, 1896—second by Pennsylvania in 1899—third by Maryland 
in 1900—fourth by California in 1901—fifth by Washington in 
1903—-sixth by Illinois in 1903—seventh by New Jersey in 1904. 

Since 1904 similar state laws have been passed in rapid succes- 
sion, the year 1914 being a record in that six states enacted such 
laws, namely: Arkansas, Kansas, Indiana, lowa, South Carolina 
and Texas, making a total number of thirty-nine states which 
now have C.P.A. laws, leaving only nine without—Alabama, 
Arizona, Idaho, Kentucky, Mississippi, New Hampshire, New 
Mexico, Oklahoma and South Dakota. 

Although the laws of the different states vary in some respects, 
they are uniform in regard to the following particulars: 


1. The title of C. P. A. 

2. A board of examiners to pass upon applicants. 

3. The penalty—an unauthorized person using title or initials 
“C. P. A.” is guilty of a misdemeanor—which is punish- 
able by fine or imprisonment. 


The fact that during the last nineteen years thirty-nine states 
have put C. P. A. laws upon the statute books is another striking 
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illustration of the steadily increasing activities of the profession 
and represents a great deal of time and effort by those individual 
accountants who have fathered the legislation in the respective 
states. 

As might be expected, not all the laws enacted are ideal, and 
while much has been done toward uniformity there is still great 
need for improvement in the standards, qualifications, etc. In this 
connection a difficult problem confronts us owing to the limitations 
of state laws. An accountant’s practice almost invariably extends 
beyond the particular state in which he resides and from which 
he obtains the C. P. A. degree, and therefore the rather compli- 
cated question of state rights, or rather control, arises—hence the 
desirability, and we may say almost the necessity, in the near 
future, of some form of national registration or granting of the 
degree. The accomplishment of this will doubtless be the next 
important step in this direction. 

In addition to legal recognition in the form of C. P. A. laws 
a few states have passed acts requiring the audit of certain kinds 
of business. For instance, the legislature of Massachusetts in 
1910 made it compulsory for all savings banks to be audited once 
a year by a certified public accountant. This requirement has 
since been modified to the extent that the bank commissioner can 
make the audit if so desired by the bank. The statutes of Massa- 
chusetts further require an auditor’s certificate or report in the 
following cases: 


1. To the financial statements of all concerns borrowing money 
from savings banks. 

2. To the annual report of all corporations doing business in 
the state, which must be filed with the secretary of the 
commonwealth. The auditor in these cases is not re- 
quired by the laws to be a C. P. A., although there is a 
growing tendency to select the accountant with the 
degree. 


There has been a marked tendency during the past few years 
on the part of the general public and government authorities to 
avail themselves of accountants’ services in safeguarding the 
interests of investors and in regulating business, which is still 
another evidence of the growth of the profession and the im- 
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portant position it has attained. It is only in comparatively recent 
years that it has become the practice of bankers to require in 
many instances the accountant’s certificate to financial statements 
in connection with the flotation of securities or the granting of 
credit, and also to see that the auditor’s certificate is attached to 
published reports to stockholders and others. 


EDUCATIONAL OPPORTUNITIES AND GROWTH 


As every institution, in order to succeed, must be built on a 
sound foundation, so it is with our profession, the groundwork 
being education. Those members practising in the earlier days 
had very limited opportunities in the United States to obtain the 
particular education to fit them for the work; there were no 
schools and very little literature. 

About 1892 the American Association of Public Accountants 
started in New York a small school for the study of accountancy 
which, however, was not long continued. 

In 1900 Mr. Charles Waldo Haskins organized classes for the 
study of accountancy subjects at the school of commerce, accounts 
and finance of the New York University. 

About this time certain members of the Pennsylvania Institute 
of Certified Public Accountants started evening classes for the 
study of accountancy and for the preparation of candidates for 
the C. P. A. examinations. These classes were afterwards turned 
over to the Wharton school of accounts and finance of the Uni- 
versity of Pennsylvania. 

Certain colleges and universities had previously started de- 
partments for the study of commerce and finance, the first being 
that of the University of Pennsylvania established in 1881. To 
these departments have been added in many instances accountancy 
courses, until now nineteen of our colleges and universities are 
teaching the subject, besides numerous private schools, and 
there are in the neighborhood of from 10,000 to 15,000 students 
enrolled. In the development of these schools many of our mem- 
bers have devoted much of their time at considerable self-sacrifice, 
and to these able and faithful pioneers the profession is greatly 
indebted. As a result we have not only a profession but a 
learned one. 

Along with the development of the profession and the educa- 
tional progress came the official publication, THE JoURNAL OF 
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The Accounting Profession in the United States 


AccouNTANCY, which was first started in 1905. It is issued 
monthly and the present circulation is about four thousand. 

To bring the subject down to the present moment, this occasion 
marks the first joint meeting of the national bodies of accountancy 
in the Dominion of Canada and the United States of America. 
May it be the beginning of a closer affiliation of the profession 
in the two countries, thus assisting to fulfill even better in the 
future that which is required of us, and to make our profession 
of still greater importance and usefulness to the business world. 


355 








The Accountant in the Orient* 


By Emit S. FIscHer 


Having resided for many years in China and this being one 
of the few opportunities I have had to attend a meeting of the 
American Association of Public Accountants—although for fifteen 
years a member—I am glad to have a chance to address you 
briefly on accounting conditions in the extreme Orient. 

China to-day is attracting a great deal of attention, largely 
because of the efforts which are being made to extend the trade 
of the United States with that country. This trade up to the 
present time has not been developed to anything like the same 
extent that has marked the growth of the trade of European 
countries. Doubtless the future will show great improvement, 
and I have no doubt that American organizations will open 
branches and enter upon activities throughout China. Following 
the growth of American trade in the East it is probable that the 
American accountant will be called upon to perform onerous 
duties. 

Accountants in America, with their wide range of activity, 
would be somewhat amazed by the peculiar conditions which we 
have in China. 

The foreigners who are living in the treaty ports are only a 
handful of men, most of them doing a fairly profitable business 
with the Chinese population of those ports and the surrounding 
districts. The treaty ports as you know are places which have 
been opened for foreign commerce, where we are allowed to 
reside, acquire property and transact business in accordance with 
the treaties between various foreign powers and China. To-day 
there are about one hundred such treaty ports, but only in the 
larger, such as Shanghai, Canton, Hankow and Tientsin, are 
there any considerable numbers of foreign residents and mer- 
chants. 

Most of the treaty ports are of minor importance and some 
are of practically no commercial interest whatever. Nevertheless, 


*A speech delivered at the annual meeting of the American Association of Public 
Accountants at Seattle, Washington, September 21, 1915. 
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the effort to develop trade in China compels many foreign houses 
to keep agents and branches here and there over the widely out- 
spread Middle Kingdom, and from time to time it is the duty 
of the auditor of such organizations to visit the places where 
business is transacted. In the case of foreign banks alse the 
auditor is called upon to make long journeys 2nd visit innumerable 
places. 

This condition would not differ greatly from that in the 
United States if there were not such a variety of customs and 
usages in the various parts of China. For example, in Tientsin 
the currency is different from that in Shanghai; again, Hankow 
has a different currency ; Peking another ; and Canton has another 
and most peculiar currency which is partly inflated paper and 
partly silver. While Shanghai has its Shanghai taels, Tientsin 
has its commercial and a few other kinds of taels. The same 
conditions prevail in Hankow and in practically all the other ports. 

In spite of the difficulties which have to be encountered, many 
flourishing businesses have been established and insurance com- 
panies and similar organizations are active in the greater part 
of the country. Some of these enterprises transact business and 
collect money in all sections of the country. If the men in charge 
were new to their work and did not understand the variation of 
currency, in some instances they accepted inflated paper as of 
actual cash value and thereby led to a loss from 20 to 40%, which 
was discovered when the audits were made. 

It may be of interest to explain somewhat more fully the 
problem of currency and business transactions generally in China. 
Laborers, known as coolies, are paid in so-called copper cash 
which is subject to great fluctuations in exchange. The nominal 
value is about a thousand to one Mexican dollar. As the Chinese 
government in the last two decades has tried to change its system 
of currency the coining of copper cash has been abandoned. This 
gives occasion to a fictitious exchange rate between actual cur- 
rent copper cents, one of which is nominally ten cash. 

The laborer in Shanghai receives between thirty and forty 
copper cents daily wages. A foreign concern such as we have 
in the treaty ports can make enormous profits in exchange by 
buying the copper cents—which are quoted in the market daily 
at rates from 125 to 130 or more for one local silver dollar. These 
exchange transactions have gradually been centered at the treaty 
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ports and business men there are becoming accustomed to trade 
in Mexican dollars or copper cents or inflated paper and small 
silver coins, mostly of ten and twenty cent denomination, having 
no fixed ratio to other units of currency. 

When we change a silver dollar in China we generally go to 
a so-called cash shop, where we will receive eleven ten-cent 
pieces for one silver dollar and in addition from five to ten copper 
cents. You can therefore see how easy it is to make defalcations, 
especially on the part of shrewd Chinese assistants, and how keen 
must be the investigation in order to bring to light some of the 
petty thefts which are almost inseparable from business in China. 
The Chinese imagines that he has a right to cheat the foreigner. 
If you go to an hotel and change a silver dollar the Chinaman 
giving you the exchange has a right to give you only ten ten-cent 
pieces, while if you go to the next door cash shop you will get 
eleven ten-cent pieces and a few coppers beside, and the exchanger 
will make a good margin of profit. 

If this complication of financial affairs were restricted to cash, 
copper cents, small currency and silver dollars the auditor would 
not have much trouble in regulating conditions by keeping various 
cash books of each denomination. There is, however, a much 
greater difficulty which arises from the variation of tael currencies 
between the various ports. You ask what is a tael? This question 
you may ask of many of the foreign merchants in China who 
have resided there for a score of years and they may never be able 
to give youareply. Still all the great bulk of business (running 
into millions) is done only in the local commercial tael currency. 

Anyone would be easily deceived in closing a contract and not 
stating the particular tael currency involved. It is here that the 
auditor must exercise peculiar care when the accounts are drawn 
up and he is called upon to reconcile the accounts of agents 
or branch offices in their relation to the accounts of the main 
‘office. For instance, the nominal difference between the com- 
mercial currency in Shanghai (the Shanghai tael) and that 
of Tientsin (the hang ping hua pao) is five per cent; that is to 
say, the Shanghai tael is of less fine silver than the commercial 
tael of Tientsin, so that one hundred Tientsin taels are equal to 
ene hundred and five Shanghai taels. But even here the difficulty 
does not cease, for there is no fixed relation between the various 
currencies, and the exchange varies according to the time of 
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year and the balance of trade. While the ratio is at times as 
low as 100 to 104 between the two points mentioned it rises at 
times to the ratio of 100 to 107.65. 

Another interesting point to be remembered is that there are 
no single pieces of one tael. Such things do not exist any more 
than the mill of American currency. The tael is merely a book 
unit of value and the local silver currency is a mixture made up 
of imported American and Mexican pure silver ingots with an 
additional alloy. They are not made in any regular standard size, 
but are of irregular weight. You simply receive a piece of silver 
which has a peculiar form like a Chinese shoe and which the 
foreigners call a “silver shoe.” Most of these weigh a little less 
or more than fifty taels, or about four and one-half pounds, and 
in accordance with the tested fineness and weight a certain num- 
ber of silver shoes will have the value of a certain number of 
locally and officially recognized currency taels. At one time in 
Tientsin when the silversmiths suddenly turned out silver of 
inferior value the foreign merchants and bankers were on the 
verge of losing hundreds of thousands between the book value of 
such taels as were carried in the bank accounts and the actual 
intrinsic value of the coins which they received. 

All these and many other peculiar conditions have to be taken 
into consideration when auditing the accounts of any business 
which is carried on in China. If I had not had many years’ ex- 
perience in a Chinese bank I doubt if I should ever have been 
able to overcome the difficulties of currency problems which have 
confronted me of recent years. 

I have purposely refrained from describing any of the diffi- 
culties of commerce aside from those connected with currency, 
but I may merely mention that in China the foreign merchant 
has to keep books, observe laws and customs which are prescribed 
by the country under which his firm is registered, and you will 
readily see that this adds still another puzzle to the accountant in 
the Far East, as he finds there firms of British, American, German, 
French and other foreign origin. 

Another difficulty is the variation in the credit customs of the 
various nations concerned, but this is a subject far too large to be 
discussed in the few moments which I have at my disposal. 

I am very glad indeed to have had this opportunity to appear 
before the American Association and to explain even briefly a 
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few of the complications which confront the public accountant in 
the Far East. There are few accountants practising in China, 
but as business increases and particularly as American trade grows 
throughout the Celestial Empire, I trust that it will be my fortune 
to meet many of my fellow members. I shall welcome them with 
the utmost cordiality, but I confess that I do not envy them the 
task of acquiring an accurate knowledge of the most complex 
question of currency and finance in China. 
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Depreciation, Interest and Manufacturing Cost 
By Wa ter C. Wricut, C. P. A. 


A good many views have been advanced by accountants of 
recent years relative to the rather academic subject of interest 
and manufacturing cost. We have been informed by high authori- 
ties and with much assurance that interest is and that interest is 
not an element in manufacturing cost. And there is no one who 
can rise up and issue a final pronouncement upon this or upon 
any other accounting question as to which there is any possibility 
of conflicting views. A recent writer in discussing this subject, 
after calling attention to the fact that the inclusion of interest in 
costs will inflate inventories, anticipate profits and increase income 
tax and thus lead the manufacturer to repudiate the procedure, 
concludes his comments with these somewhat sarcastic words: 


If proper appreciation of one’s welfare is able to settle the odious 
controversies into which accountants have been dragged concerning inter- 
est applicable to cost, the federal government should be thanked for tax- 
ing income. 


The practical side of the question is disturbing very few minds. 
It will not be practised; it is practically impracticable. But it 
would not be without satisfaction if a concurrence of opinion 
could be brought about which would justify practice at the bar of 
theory and reconcile them finally. The question cannot be in- 
capable of solution ; it cannot refuse to be resolved. If the terms 
involved are used in the same sense by all parties concerned, con- 
flicting positions cannot ultimately maintain themselves. 

The term “interest” in its current use has become arbitrary 
and hypothetical. It assumes that money is worth something; it 
may or may not be. It takes for granted that money has an 
earning power ; it may or may not have. That remains to be seen. 
That will be determined by how it may be employed. It is surely 
an inverted and irrational method to take as a postulate that 
which our procedure is either to demonstrate or to disprove. 
And many investors in those businesses in which “costs” are a 
factor are all too well aware that the earning power of their 
money has been a minus quantity. The earning power of money 
is not so invariable as to justify us in regarding it as an axiom, 
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and to presume that the manufacturer’s money is worth some 
artificial arbitrary rate of return in order to secure a basis for 
making it so, is almost a contradiction and suggests the absurd. 
And, indeed, even so stable an investment as government bonds 
may become worthless in the throes of a political revolution or as 
the consequence of a civil war. 

In establishing a cost system, the manufacturer is taking one 
of many preliminary steps to secure the earning power of his own 
money. It is a negative procedure, of course. It does not give 
the money earning power, but it does set up safeguards and 
establish standards which if intelligently used will minimize the 
likelihood of loss. When money is put into a manufacturing busi- 
ness it runs into specified channels; it becomes converted into 
certain capital values. These capital values are presumed to 
have latent earning capacities. What their possibilities are when 
harnessed up to intelligence and energy remains to be seen. But 
whatever their earning capacity may or may not be, or however 
it may vary or fluctuate, there is something that will be inevitably 
and continually taking place. The work of dissolution is going on. 
The perpetual processes of the forces of nature in their ceaseless 
round of exhaustion, disintegration and re-creation are wasting 
them away. This is an essential factor in cost. Just as soon as 
capital is invested in buildings, machinery and merchandise, it 
begins to be lost. This follows an inexorable law. Waste is a 
radical element of cost. But there is no waste in this sense until 
the money is converted into operating assets. From the stand- 
point of the subject under discussion we may have one-half of 
our capital in the bank unutilized, and if it be there without a 
purpose, then so far as we are concerned, it is unused capital. 
But it surely will not be contended that the hypothetical earning 
power of that money is an element of the cost of those things 
which are being produced by the operative capital ? 

As soon, however, as money is exchanged for productive 
assets depreciation begins. But let it be carefully observed that 
depreciation charges will maintain the original status of that class 
of investments to which they refer. In other words, the invest- 
ment is kept perpetually intact. As to the best methods of dis- 
tributing depreciation charges over varied products as a factor 
of costs, that is aside from the purpose of this article. To add 
interest to depreciation, however, would seem to be mistaking both 
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the essential character of interest and the true nature of costs. 
In this connection reference may be made to the case of Wolf 
Bros. & Company versus Hamilton Brown Shoe Company (see 
THE JouRNAL oF AccouNnTANCY, August, 1913) and the report 
of the special master appointed by the United States circuit 
court of appeals at St. Paul, in which we have this contention very 
clearly expressed. He says: “To charge the interest on the capital 
against the profits, and also to charge for the use of all the facili- 
ties of manufacture which represent the capital is, to that extent, 
to charge a double expense against a single profit.” The master’s 
subsequent discrimination between borrowed capital and pro- 
prietor’s capital does not affect the question of interest as an 
element of cost. It is merely with a view to segregating the two 
elements of profits as between the inside and outside proprietors. 

It has been stated that waste, or depreciation, follows an in- 
exorable law. There is, however, another law—the law of in- 
crease, of productivity—and all practical enterprises have to do 
with the play and counter-play of these laws. Practical business 
genius, from the standpoint of costs, demonstrates the ability to 
utilize the one as against the other to the greatest benefit—to 
secure the greatest amount of productivity with the least amount 
of waste. If the productive capital is well employed, interest 
and profits will take care of themselves. 

The distinction must be borne in mind, however, between two 
classes of productive capital—fixed and circulating. There are 
some items of circulating capital which at first sight there might 
perhaps seem some ostensible justification for regarding as having 
a bearing upon manufacturing cost—for example, that part which 
is represented by the open trading accounts receivable. The 
presence of these items upon the balance sheet indicates that there 
is a certain amount of investment which has gone into productive 
capital and is on the way back again for reinvestment, but upon 
which we cannot at present lay our hands. It is intercepted and 
there is a consequent temporary loss. A similar condition obtains 
with regard to merchandise stocks on hand and the wages ele- 
ments entering into them. But this simply means that the busi- 
ness will be less profitable than it would be could we turn the 
capital over more constantly. It does not mean that the profits 
have been diminished, but rather that they have been made less 
frequently. 
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Should the question be asked: Is interest an element of profits? 
—the answer would be almost invariably in the affirmative. But 
how can the same element be a constituent of both profits and 
costs? And, indeed, we may add interest to cost as many times 
as we wish to, and it will not affect our profits any more than it 
will determine our costs. Costs are a matter of fact, not of 
theory, and profits are regulated by economic laws. 
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EDITORIAL 
Competitive Bidding 


The importance attached to the question of competitive bid- 
ding is being more and more widely recognized throughout this 
country and the interest in the question has called for activity om 
the part of one of the committees of the American Association of. 
Public Accountants. This committee (which was formerly known 
as the special committee on general relations, and was trans- 
formed into a standing committee by an amendment to the con- 
stitution and by-laws adopted at the meeting last September) has 
published in the form of a bulletin a brief discussion of some of 
the evils of competition. 

The text of the bulletin follows: 


If it be true that competition is the life of trade it is no less true’ 
that competition is the death of a profession. Introduce into any pro-- 
fession the element of personal rivalry and you instantly place it upon a 
commercial basis and deprive it of its professional status. 

It has been held by federal and state authorities that the practice of 
public accounting is a learned profession. Public accountants insist that 
their vocation cannot be a trade. Its value to the mercantile world ceases 
when its professional quality is removed. No man can be a public account- 
ant of the right kind unless he has prepared himself by years of study 
and experience in practice quite as trying as the preparation which we 
demand of a physician, a surgeon or a lawyer. 

The business man employs the public accountant in an advisory 
capacity to which he would not invite any tradesman. The public account- 
ant places his services at the disposal of the community exactly as do the 

practitioners of other professions. 

And yet the business man in far too many ways encourages the un- 
professional accountant and seeks to commercialize the very man upon 
whose freedom from commercial interests he must depend. 

Every manufacturer, merchant, corporation, firm, co-partnership which 
places accounting on a competitive basis is robbing itself, robbing the 
public, checking the development of a profession which is vitally necessary 
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to the progress of modern business and commercial integrity. Every ac- 
countant who consents to bid for work is guilty of assenting to the 
wrong. 

Business men should remember that a bid for accounting work is not 
like a bid for specific articles of merchandise. Your merchant sells goods 
which cost him exactly so much and on which he expects exactly such 
a profit. Your accountant proffers himself, his brain, his experience, his 
impartiality. How much of his time and effort will be required no man 
can foresee. 

And if the foresight be not superhuman no man can honestly bid 
a fixed sum. The most he can do or should be asked to do is to specify 
a price for a day’s work. The number of days is not to be determined 
in advance. If your accountant cannot be trusted to do the work in the 
least time compatible with efficiency he is not the accountant to whom 
you wish to bare the details of your business. 

When an accountant bids for work and states a fixed sum as the total 
price of his services one of two things must happen: 

First: He will underbid and then your work will not be completely 
done if the auditor be dishonest; or he will fulfil his contract at a loss 
to himself, if he be scrupulous. The accountant who bids it not 
always scrupulous. 

Second: He will overbid—and you lose. 

The chances of an accurate forecast of work are remote. 





Business men may increase the value of accounting service by stimu- 
lating the professional growth. It will be good policy and good citizen- 
ship. 
Choose your public accountant for what he is—not for what his 


service costs. 
The cheapest accountant is generally the most expensive to the buyer. 





The far reaching importance of this subject is brought earnestly to 
your attention by the American Association of Public Accountants—the 
national organization of the profession in the United States—and by the 
society of certified public accountants of this state, which is a constituent 
member of the national body. 

This is the second bulletin published by the committee on gen- 
eral relations and the manner of distribution will be the same as in 
the case of the earlier bulletin entitled The Acceptability of Com- 
mercial Paper. 

The various constituent state societies have the privilege of 
distribution through the national office, and it is hoped by the 
committee that many of the societies will take advantage of the 
offer as it is felt that much good can be done by disseminating 
information on the subject of competitive bidding. 














Editorial 


Benefits of Governmental Regulation of Monopolies 


The widely heralded benefits that were to flow from the 
regulation of monopolies by the United States government have 
now been officially measured in the case of the tobacco trade, and 
are set forth at length by the commissioner of corporations in 
part III of his recent report upon the tobacco industry. 

After briefly reciting the facts as to the development of the 
American Tobacco Company and its dissolution in 1911 under 
the decree of the supreme court, the commissioner then states 
that active competition has taken place in 1912 and 1913 among 
the seven successor companies, amongst which the business of 
the American Tobacco Company was divided by the court. This 
competition is made evident by the increased volume of business, 
the introduction of new brands and the embarking upon other 
branches of the tobacco business. He then discusses the effect 
of the dissolution and the resultant conditions upon the con- 
sumer and the competing companies outside of the American 
Tobacco Company group. 


For particular brands, neither the prices to jobbers nor to consumers 
show important changes following the dissolution of the combination. Such 
competition as has developed among the successor companies did not 
result in price cutting. 

Comparing the costs of manufacture and distribution of the combination 
in 1909 and 1910 with those of the successor companies in 1912 and 1913, 
a distinct increase is found in the latter period. In some branches the 
cost of leaf used showed a decline and in others an advance. The other 
factory costs showed little change. The increase in the cost of manufacture 
and distribution was due to increased expenditures for selling and adver- 
tising. The selling costs of the successor companies were higher on 
account of the duplication of the selling forces involved by the division 
of the business of the combination. The increase in costs was chiefly due 
to advertising, and in this case it was undoubtedly the result of compe- 
tition for business between the successor companies, and also between them 
and other companies. 

The advertising expenditure of the combination for the branches of 
business here under consideration amounted to about $11,000,000 in 1910, 
but the successor companies in 1913 spent over $23,500,000 for this pur- 
pose. While there was an increase in the volume of business, the ratio 
of advertising expenses to sales was nearly twice as large in 1913 as in 
1910. The most marked increases in advertising expense are found in 
plug-cut smoking and in domestic and blended cigarettes; for plug-cut 
smoking it increased from 2 cents per pound in 1910 to over 5 cents 
per pound in 1913, and for domestic and blended cigarettes from 39 cents 
per thousand in 1910 to 86 cents per thousand in 1913. 

The aggregate amount of profit of the successor companies in 1913 
was $29,735,958, or about $1,230,000 less than the profit of the combination 
for the same branches of the business in 1910, in spite of a marked in- 
crease in the amount of sales of the successor companies. * 
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During the period of the combination’s existence the percentage of the 
business enjoyed by the independents almost steadily dwindled. * 

It was not practicable to obtain data as to prices, costs, and te a 
all these smaller companies, but such data were secured from a large 
number, including almost all the important concerns. Compared with 
either the combination or the successor companies, they have, gon , the 
whole, made an exceedingly poor showing of profits. * * * 

One of the principal causes of this unfavorable profit Pear Hoey e the 
smaller companies has been a much higher ratio of manufacturing costs 
to sales, not due to differences in leaf costs, but to higher expenses in 
other items of factory costs. The chief explanation of this fact is appar- 
ently found in their small scale operations and less efficient organization. 

The smaller companies have also been at a marked disadvantage com- 
pared with the combination or the successor companies, with regard to 
the cost of distribution. Their selling costs were markedly higher in 
every branch. This disadvantage was partly offset by the fact that the 
expenditures for advertising were smaller in most branches. In the 
total expense of distribution, as well as in manufacturing cost, however, 
the smaller companies almost invariably show at a disadvantage when 
compared with the combination or the successor companies. 

Comparing the cost of distribution of the smaller companies immediately 
before and after the dissolution, it may be noted that they have shown 
a considerable increase in both selling and advertising expenditures in 
a majority of branches, and this is the principal reason for their decreas- 
ing rate of profit. 

In conclusion it may be stated that the study of prices, costs and profits 
in the tobacco industry, without taking into consideration other factors 
in the competitive situation, indicates that the decree of dissolution has 
resulted in the successor companies’ competing with each other for busi- 
ness in most branches of the industry, but has not affected wholesale or 
retail prices. The successor companies have also competed with the 
smaller tobacco concerns and, collectively, have won business from them 
in some branches and lost to them in others. As a consequence of compe- 
tition the rate of profit of the successor companies has been reduced, 
although their rate of profit is still high. In general, this competition has 
seriously reduced the profits of the other companies. 

This reduction in profits has not been caused by increased cost of 
manufacture, but by increased expenses of distribution, and principally by 
the increase in expenditures for advertising. As the sale of tobacco pro- 
ducts depends largely on the advertisement of brands, competition in the 
tobacco business necessarily increases advertising expenditure. In other 
words, for tobacco products, and it may be true also for other brand 
articles, the social cost of the system of competition is largely found in 
extraordinary advertising expense, and this would seem to be inevitable 
for brand articles so long as they have a proprietary character. 


It is to be hoped that the commissioner will conduct similar 
inquiries as to the effect of the dissolution decrees that have 
been laboriously won by the government in other industries. In 
the meantime, we are thankful to have his report on the tobacco 
industry, and our only regret is that it cannot have the circulation 
of a best seller. A study of it would be profitable to the average 
man. 














Editorial 


Scope of Accountancy 


There is a statutory provision in the state of Washington that 
only a practising attorney can sit as a referee in place of a judge. 
Recently, by courtesy of one of the superior court judges and by 
stipulation of the contesting parties, a member of the Washington 
Society of Certified Public Accountants was appointed to act as a 
referee and take testimony. The public press made the state- 
ment that this was the first time in the history of the state that 
this statutory provision had been waived. 

It is eminently gratifying to note that the scope of the account- 
ing profession is constantly widening and that the accountant 
himself is being recognized as the logical choice as arbiter in 
matters affecting commerce and finance. 

This is a development which has been comparatively slow in 
the United States, but there is no doubt that within the next 
few years the profession in this country will occupy as important 
a position in courts of law and equity as does the profession in 
Great Britain and the British possessions. 








Income Tax Department 
Epitep By JoHn B. Niven, C.P.A. 


The attention of this department having been called to a circular letter 
recently issued to the stockholders and subscribers of the Southern Pine 
Association by Edwin B. Parker, attorney, Houston, Texas, counsel for 
the association, dealing with certain questions affecting lumber manu- 
facturers arising under the income tax statute of October 3, 1913, a 
request was addressed to Mr. Parker for permission to use in these pages 
such data as he might furnish which would be of interest to the readers 
of THe Journat. Mr. Parker has kindly forwarded prints of the two 
documents which were distributed with the circular and we gladly take ad- 
vantage of his authorization to make such use of them as may be thought 
fit. Had the space in these pages been available, it would certainly have 
amply repaid us to have had the documents inserted in full, but failing 
the whole we shall try and give the most salient features :— 


Casn Diviwenps PAiw Out or SurpLus WHIcH Existep Prior To MArcH 
I, 1913. 


The first document is an argument filed with the bureau of internal 
revenue in support of a claim for abatement of taxes uncollected and 
remission of assessment responsive to the sole proposition that a cash 
dividend declared and paid out of surplus of a corporation which existed 
prior to March 1, 1913, whether such surplus was created through pay- 
ments by stockholders into the corporate treasury, by accumulation of 
earnings, by enhancement in the values of property, or in any other way, 
is not “income” within the meaning of the sixteenth amendment to the 
constitution and the provisions of the federal income tax act of 1913 
and hence is not subject to the “additional tax” as income. 

This memorandum deals only with that portion of the claim which 
pertains to the taxability of cash dividends actually paid between March 
I, 1913, and December 31, 1913, aggregating in amount $387,158.00, said 
dividends being treated by the owner of the shares as capital distributive 
dividends paid him by lumber companies in which he held stock from 
surplus accumulated prior to March 1, 1913. The document has been 
prepared in a most detailed and illuminating fashion and approaches the 
consideration of the proposition, after stating the facts of the case under 
the following captions: (1) History of statute; (2) Applicable rules 
of statutory construction; (3) Statutory provisions considered; (4) 
Applicable decisions considered; (5) The application; (6) The appli- 
cation of treasury decision No. 2163 will result in unequal taxation; and 
(7) In conclusion—under their proper heads all the facts and author- 
ities both statutory and judiciary bearing on the question are given 
and at the same time certain deductions therefrom, which apply to a 
solution of the problem, are presented. 
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The subject matter appearing under each caption will be dealt with 
seriatim :— 

Under the caption “history of statute’ it is observed that the sixteenth 
amendment to the constitution—which provides, “The congress shall 
have the power to lay and collect taxes on incomes from whatever source 
derived without apportionment among the several states and without 
regard to any census or enumeration” does not contain any new grant 
of power to tax but merely removes the restriction that a tax on income 
derived from property, real and personal, should be apportioned; and 
that the amendment removing the apportionment restriction so far as it 
affects incomes derived from real and personal property does not re- 
move such restriction as applied to the property itself, so that under 
the constitution as it stands today congress is without power to impose 
a direct tax on property without apportioning the same among the 
several states according to their respective numbers, which is, under 
existing conditions, unjust and impracticable in its application. It is 
further pointed out that the tax on individuals is laid by the income tax 
act of 1913 on “the entire net income arising or accruing from all sources 
in the preceding calendar year” and that it is clear that property or 
capital as contra-distinguished from income cannot be taxed under the 
sixteenth amendment and the act of 1913 and it is “equally clear 
that incomes of individuals, derived from property, real or personal, aris- 
ing, accruing, earned or existing prior to March 1, 1913, (the sixteenth 
amendment became effective February 25, 1913) as the property or income 
of such individual, is not, under this statute, subject to the tax. The 
statute is, and under the constitutional provision must be, prospective 
in its operation. No tax can be laid on incomes which came into existence 
prior to March 1, 1913.” 

Under the caption “applicable rules of statutory construction” there 
are given such elementary rules as apply to the case, and the authorities 
covering each are furnished :—The rules may be summarized as follows: 
(1) All taxing statutes must be construed strictly against the govern- 
ment and in favor of the taxpayer, no person and no property is to be 
included within the scope of a taxing statute unless explicitly placed 
there by the clear language of the statute, and no heavier burdens will 
be imposed than the plain. meaning of its terms will warrant; (2) the 
rule noscitur a sociis is applicable in construing the statutory definition 
of “net income’; (3) in construing statutes, there is a strong pre- 
sumption against retrospective operation. It must be borne in mind that 
congress had no power to tax incomes prior to the adoption of the six- 
teenth amendment, February 25, 1913 Congress has recognized this by 
prescribing March 1, 1913, as the dividing line between incomes that are 
taxable and those that are not; (4) property, as that term is used with 
reference to taxation, means the corpus of the estate or investment as dis- 
tinguished from the annual gain or revenue derived from it; and (5) 
the income from an investment is that which it earns, remaining itself 
intact. 

In dealing with the next caption the memo proceeds :—“Bearing con- 
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stantly in mind the history of federal income tax legislation, and the 
underlying causes which led to the adoption of the sixteenth amendment, 
and to the passage of the act of 1913, and applying to that act the 
fundamental rules of statutory construction hereinbefore briefly noted, and 
going further, and—as the courts will do—looking through the forms 
to the substance of things, it is with great confidence submitted that in 
determining what income of the individual is subject to the ‘additional 
tax’, the individual’s books must, in effect, be closed as of February 28, 
1913, and an account be taken of his then assets, which, for the purpose 
of this tax, must be treated as his capital. All payments made to him, 
in whatever form, subsequent to March 1, 1913, which in effect amount 
to a liquidation or substitution of his capital as thus ascertained, do not 
constitute ‘gains, profits and income’, within the meaning of the statute. 
The earnings from his capital as thus ascertained, or his income from 
any other source, accruing subsequent to March 1, 1913, will constitute 
‘gains, profits and income’ within the meaning of the statute, and as such 
be subject to the additional tax.” 

After dwelling on the fact that “additional” tax presupposes that a 
“primary” or “normal” tax has already been borne by the income in 
question, the memo goes on to say:—‘‘As all agree that the statute is 
prospective in its operations, and does not attempt to and could not under 
the constitution lay a tax on incomes accruing prior to March 1, 1913, 
it, of course, follows that the corporation cannot be subjected to the 
normal tax on its surplus earned prior to March 1, 1913, As the stock- 
holder can never be required to pay the normal tax on dividends re- 
ceived by him, and as it seems clear that it was not the intention of con- 
gress to lay the additional tax save on income which had already borne 
the normal tax, it follows that the act itself recognizes the rule that 
only dividends declared out of surplus or net earnings accruing subse- 
quent to March 1, 1913, shall be subject to the additional tax in the 
hands of the individual stockholder.” It is then pointed out that while 
the treasury department seeks to justify T. D. 2163 by invoking the ab- 
stract rule that the individual stockholder has no property interest in 
the surplus of the corporation until that surplus is distributed in the 
form of a cash dividend, the application to the question under consid- 
eration of this rule, which is based on the legal fiction of corporate per- 
sonality entirely distinct from the shareholders, must when carried to 
its logical conclusion strike down subdivision 2 of paragraph A of the 
income tax act of 1913, which provides that “for the purpose of this 
additional tax, the taxable income of any individual shall embrace the 
share to which he would be entitled of the gains and profits, if divided 
or distributed, whether divided or distributed or not of all corporations” 
in certain specified circumstances and conditions. This is legislative 
construction of the term “income” at variance with the rule above men- 
tioned and is a clear recognition of the fact that the shareholder may, 
under certain conditions, have a taxable interest in the surplus of a 
corporation, and yet, if such surplus is not income to him, it cannot 
under the constitution be subject to the tax, If the government under- 
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takes to say that the surplus of a corporation does not belong to the 
stockholders, then that part of subdivision 2 of paragraph A above men- 
tioned must be stricken down as repugnant to the constitution in that 
it imposes a direct tax on other than income without apportionment. The 
inexpediency is suggested “of the government invoking a rule based on 
the legal fiction of corporate personality entirely distinct from its share- 
holders, which is out of harmony with the spirit of the statute and the 
objects sought to be accomplished, when such a rule, if held applicable, 
must strike down as repugnant to the constitution a provision which to 
the government is among the most important embraced in the statute, 
the striking of which from the statute would do far more, over a term 
of years, to provoke “fraudulent evasions” of the tax than any rule of 
construction of which we can conceive. Under the rule contended for, 
all corporate surplus accruing subsequent to March 1, 1913, is subject (a) 
to the normal tax, to be paid by the corporation for the year earned, 
and (b) to the individual tax, to be paid by the stockholders when 
and as distributed in the form of dividends, or (c) when held by 
the corporation undistributed under the conditions prescribed by 
subdivision 2 of Paragraph A. All corporate earnings, therefore, ac- 
cruing subsequent to March 1, 1913, must ultimately be subjected to the 
additional tax. We are, therefore, only here concerned with surplus and 
undivided profits accruing to the corporation prior to March 1, 1913, 
and jt is submitted that the additional tax on such surplus, when dis- 
tributed in theform of dividends to the stockholders would as a 
practical question mean much less to the government than would the 
right of the dominant stockholders in large corporations to permit cor- 
porate earnings to accumulate as surplus and be used as working capital 
of the corporations for an indefinite period, practically reinvesting funds 
available for dividends, and permitting the corporation to use the same | 
as working capital, and thus through subterfuge and evasion completely 
escape the tax. 

Bearing in mind the history of the act of 1804, the causes which led 
to the adoption of the sixteenth amendment, and to the enactment of 
the present statute, and the reasons which underlie the imposition of 
the tax in the form prescribed by the act of 1913, it is submitted that 
the abstract rule invoked by the government to sustain treasury decision 
No. 2163 cannot be given the broad and sweeping application which the 
government seeks to give it; that this rule is not applicable to any part 
of the statute, including subdivision 2 of paragraph A; that its application 
would result in placing too narrow a construction on the statute; and 
that undistributed surplus of a corporation may constitute, in certain 
circumstances and conditions, taxable income to the stockholder. If this 
be true, then its converse is also true, and the mere distribution of cor- 
porate surplus in the form of dividends to stockholders does not in itself 
convert the subject matter of such dividends into income to stockholders 
“arising or accruing in the preceding calendar year,” if the character- 
istics of taxable income to the stockholders did not inhere in such surplus 
prior to the declaration of the dividend. 
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If, on February 28, 1913, the nominal capital of a corporation was 
$100,000, with a surplus of $10,000,000, no one will contend that any 
part of that $10,000,000 can, in advance of distribution in dividends to the 
stockholders, be subject to the additional tax under the provisions of sub- 
division 2, paragraph A, of the act, Clearly, the operations of that sec- 
tion will be confined to such gains and profits as are allowed to accumu- 
late in the corporate treasury subsequent to March 1, 1913, and subject 
only such additional accumulations to the additional tax as income to 
the stockholders. But if the $10,000,000 surplus which had accumulated 
prior to March 1, 1913, is not subject to the additional tax as income of 
the stockholders prior to distribution to them in the form of dividends, 
why is it subject to the additional tax in the hands of the stockholders 
when distributed in the form of dividends to them? The declaration of a 
dividend, which merely changes the form of the stockholder’s investment, 
and makes him neither richer nor poorer than before, cannot, in itself, 
through some sort of chemical process produced by mixing legal fiction 
with ordinary commercial transactions, have the effect of changing the 
character of the subject matter upon which the declaration of the dividend 
operates, and convert it into income in the nature of profits and gains 
to the stockholder, and taxable as such. The statute itself does not make 
the declaration of the dividend the test in determining whether the 
subject matter is or is not subject to the tax, because it is provided that 
gains and profits that are allowed to accumulate in the hands of the 
corporation shall be treated as income to the stockholder, and subject to 
the additional tax as such. 

It is, of course, entirely clear that all property, real, personal, or mixed, 
owned by an individual prior to March 1, 1913, must, for the purpose of 
this statute, be treated as his capital assets, and not subject to the tax, 
even though its form be changed subsequent to that date, Any other 
rule would result in taxing of property without apportionment prior to 
the adoption of the sixteenth amendment, and therefore void. The courts 
will not make such application of an abstract rule as will have the effect 
of taxing in any form property of a taxpayer existing prior to March 
1, 1913. The surplus of a corporation invested or utilized by it in the 
conduct of its business is, in contemplation of this statute, as much the 
capital of the corporation as is the property acquired with its nominal 
capital; and the shares held by the stockholders represent just as much 
the stockholder’s beneficial interest in the corporate surplus as in its 
nominal capital. Neither does it matter whether the surplus has accumu- 
lated during the time the shares have been held by the individual stock- 
holder, or prior to the acquisition of such shares by him. 

The truth is, the statute itself does not undertake to tax dividends as 
such, but only “gains, profits and income derived from * * * dividends.” 
Such dividends as represent a distribution of capital assets as they existed 
prior to March 1, 1913, are not taxable, but gains, profits and income 
derived from, or the fruits of, and product of, capital assets, as they 
existed prior to that time, when distributed in the form of dividends, are 
subject to the tax. The dividends with which we are dealing are not 
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ordinary dividends declared and paid out of current earnings, but divi- 
dends paid out of surplus which the corporate books clearly show had 
been earned and accumulated prior to March 1, 1913, and which, for the 
purposé of this statute, must be treated as a liquidation or distribution, 
or a substitution, of the capital assets of the stockholder existing as 
such at the time the act became effective. The practical application of 
the rule for which we are contending involves no difficulty, but it is just 
as easy to verify the books of the corporation and the return of the 
stockholder made with respect thereto in this particular as in any 
other.” 

In considering the question under the next caption “applicable de- 
cisions” reference is made to and also quotations in many instances are 
given from decisions of the courts of the country which, though not di- 
rectly in point, deal with analogous questions and are helpful in reaching 
a correct solution of the problem under consideration. These references 
and quotations have been omitted here, but the final summary given 
of their effect is as follows: 

“Bearing in mind that congress is without power to tax, in the form 
here proposed, property of the individual, but only the income therefrom: 
and bearing in mind that prior to March 1, 1913, congress was without 
power to tax, in the form here proposed, even the income from property, 
either real or personal: and bearing in mind that all funds, securities or 
other property that ‘come in’ to the hands of an individual, subsequent 
to March 1, 1913, are not neccessarily taxable income, but may represent 
(1) his original investment, or (2) gains and profits accruing to him, 
either directly or indirectly, prior to March 1, 1913, at a time when as 
income it would not have been subject to the tax—it follows that each 
case must be examined, and if the particular fund, in the language of 
the Bailey case, came into being, and the individual taxpayer had either 
a legal or beneficial title thereto or interest therein prior to March 1, 1913, 
then such fund will not be subject to the tax in his hands. But if the 
particular fund has come into being as the product and growth and fruit 
of the corpus of the estate, legal or equitable, of the taxpayer as it existed 
on March 1, 1913, then such fund will be subject to the tax as income in the 
nature of gains and profits. It was obviously not the intention of congress, 
and, in truth, congress was without power, to lay a tax in the form here 
proposed on any property of the individual as it existed prior to March 
1, 1913. This being true, it is believed that the rule known as the 
‘American’ or ‘Pennsylvania rule,’ which governs in determining what 
shall constitute capital assets and what shall constitute income in ad- 
ministering trust estates, is peculiarly applicable here; and that the ad- 
ministrative officers of the government, as well as the courts, in con- 
struing this statute, will look behind mere forms and see and lay hold 
upon the substance of the law: treating all corporate assets, as they 
existed on March 1, 1913, as a part of the corpus of the estate of its 
stockholders, for the purpose of this tax, whether such assets be of a 
value above or below the nominal or par value of the stock outstanding 
at that time: and also treating all products or growth or income in the 
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nature of gains and profits arising from such estate subsequent to March 
1, 1913, as taxable income.” 

The elaboration under the caption “the application of treasury decision 
No. 2163 will result in unequal taxation” is not given here but it is 
convincingly shown by illustrations that the rule expressed in this de- 
cision will, in its practical application, result in inequalities and a want 
of uniformity in taxaton as between stockholders in different corporations, 
due to this decision giving unwarranted importance to the date of the 
declaration and payment of the dividend, without any reference to the 
actual nature and source of the dividend or the date of the accumulation 
of the fund out of which it is paid. The determining factor is made the 
date when the dividend is received by the stockholder, “without regard 
to the period in which the profits or surplus were earned, or the 
period during which they were carried as surplus or undivided 
profits in the treasury or on the books of the corporation.” Under this 
formula, the stockholders of each corporation must, in effect, pay a 
different tax, varying in proportion to the ratio between nominal capital 
and surplus of each corporation as it existed on March 1, 1913. 

The rule which is contended for is a rule of equality, in that it adopts 
a uniform measure and requires each taxpayer to appraise his assets 
whatever their form as of February 28, 1913, and such assets, for the 
purpose of this tax must be treated as his capital. All payments made 
to him, in whatever form, subsequent to March 1, 1913, which in effect 
amount to a liquidation or substitution of his capital as thus ascertained, 
do not constitute ‘gains, profits and income” within the meaning of the 
statute; while the earnings from his capital as thus ascertained, or his 
income from any other source accruing subsequent to March 1, 1913, 
will constitute “gains, profits and income” within the meaning of the 
statute and as such be subject to the “additional tax.” 

The conclusion is in the following terms: 

“It is submitted that the cash dividends declared and paid to * * * 
during the last ten months of 1913 by the two lumber manufacturing 
corporations mentioned, which were paid out of their respective surplus 
which existed long prior to March 1, 1913, do not constitute ‘income,’ 
within the meaning of the sixteenth amendment to the constitution and 
the provisions of the federal income tax act of 1913, and hence are not 
subject to the ‘additional tax’ as income, because: 

“(a) Mr. , through his ownership of the stock of these corpora- 
tions, was (with the other stockholders) the beneficial owner of and the 
‘real party at interest’ in the surplus of the corporations as they existed 
prior to and on March 1, 1913, and such interest, within the meaning of the 
income tax statute, constituted a portion of his capital assets on that date. 

“(b) An attempt to tax as income the earnings, profits and gains of 
a corporation accruing to it, and through it to the individual stockholder, 
prior to March 1, 1913, would be unconstitutional and void. 

“(c) The surplus out of which these dividends were paid represented 
the value of timber owned by the corporations, which had been cut by 
them and converted by them first into lumber and then into money. The 


376 











Income Tax Department 


mere change in the form of the stockholder’s investment did not trans- 
form capital into income, but constituted a mere substitution of the stock- 
holder’s capital assets. 

“(d) Any doubt as to the meaning of language employed by congress 
will be resolved in favor of the constitutionality of the act, and a con- 
struction given which will save the act from being held void as repugnant 
to the constitution. Applying this rule, the dividends in question paid 
Mr. out of the surplus of the two corporations mentioned, existing 
prior to March 1, 1913, in which the stockholders as such had a beneficial 
interest on that date, will not be treated as taxable income, for so to 
treat them would be to lay a direct tax on a property interest accruing 
to the stockholders at a time when such tax could not be laid in the form 
here employed. 

“¢e) So far as concerns the present question, the tax is laid on gains, 
profits and income derived from * * * dividends. As congress is without 
the constitutional power to lay, in the form here employed, a tax on gains 
which do not constitute income, or on profits whoch do not constitute income, 
it follows that in order to give the words ‘gains’ and ‘profits’ meaning and 
effect, and prevent their being stricken from the statute as invalid because 
broader than the constitutional provisions, they must be held as qualify- 
ing and limiting the term ‘income,’ as used in the statute; so that clearly 
the thing taxed under the statute is income which partakes of the nature 
of both gains and profits. The surplus of a corporation existing prior 
to March 1, 1913, in which the stockholder had an inchoate interest at 
that time, when distributed to him in a changed or substituted form as 
a dividend—even if treated in a limited sense as income to him when 
paid him—is not income in the nature of gains and profits accruing to him 
subsequent to March 1, 1913, and hence not subject to the tax in his 
hands. 

“(f) Evidence (aside from its want of constitutional power) that 
congress did not intend to treat all dividends as income to the stock- 
holder at the time actually paid to him is found in the act itself, in that 
the individual taxpayer is, in the computation of his net income for the 
purpose of ascertaining the normal tax, permitted to make deductions of 
all dividends received by him, whether the corporation paying the divi- 
dends had paid the normal tax on the particular fund distributed in divi- 
dends or not: the clear reason being that if the subject matter of the 
dividend is taxable at all, the normal tax has already been paid by the 
corporation, but if not subject to the tax at all, because accruing to the 
corporation prior to March 1, 1913, then it could not be taxed as income 
in the hands of the stockholder. The very term ‘additional tax’ pre- 
supposes a primary, underlying or ‘normal tax,’ and where under the 
statute no normal tax is laid by the government, either in the hands of 
the corporation or in the hands of its stockholders, on the particular 
fund distributed in the form of dividends, there can in the nature of 
things be no ‘additional tax’ laid on this fund in the hands of the 
stockholders, for it would be in ‘addition to’ no tax already paid by 
such fund. Here the corporations paying the dividends in question to 
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Mr. were not required under the act of 1913 to pay, and had not 
paid, any normal tax on the fund distributed in the form of dividends. 
The government is not demanding that (he) pay any normal tax on these 
dividends, but only that he pay the ‘additional tax,’ notwithstanding an 
additional tax can be laid only where the normal tax has already been 
paid by either the corporation or the stockholder, 

“(g) Very clearly, under the terms of the sixteenth amendment a 
stockholder cannot be required to pay this tax save on ‘income.’ If the 
government’s test as to when dividends to stockholders shall constitute 
income, as defined in treasury decision No. 2163, is the true one, if the 
surplus, gains and profits of a corporation are not income to the stock- 
holder in any circumstances until actually paid him by the corporation 
in the form of dividends, then so much of subdivision 2 of paragraph A 
of the statute as requires the stockholder to pay the additional tax on 
undistributed gains and profits of the corporation must be stricken down 
as an attempt on the part of congress to lay a tax other than a tax on 
‘income,’ within the meaning of that term as used in the sixteenth amend- 
ment. The fact that congress has sought to require stockholders to pay 
the ‘additional tax’ on undistributed earnings, gains and profits of cor- 
porations in certain circumstances and conditions amounts to a clear legis- 
lative construction at variance with the rule announced in treasury de- 
cision No. 2163, and leads inevitably to the conclusion that congress 
intended that in determining what dividends were subject to the tax 
in the hands of shareholders, the test should be—not when the form of 
the stockholder’s investment changed, and through the declaration of a 
dividend he drew down his interest in the surplus—but when such 
surplus was created. If before March 1, 1913, it is not taxable. If sub- 
sequent to March 1, 1913, it is taxable when paid in cash to the stock- 
holder. Or, to adopt the language of Mr. Thompson in his work on 
corporations, quoted with approval by the New York court of appeals in 
the Osborne case: ‘The courts now inquire into the actual nature and 
source of dividends for the purpose of determining their character * * * 
and in making the inquiry concern themselves with the substance of the 
transaction and not the form in which the corporation has seen fit to 
clothe it. 

“(h) The rule for which we contend is perfectly simple in its prac- 
tical application, is in harmony with the spirit as well as the letter of 
the sixteenth amendment to the constitution and of the income tax 
statute of 1913, and tends to uniformity and equality in taxation. The 
rule announced in treasury decision No. 2163 is based on a mere legal 
fiction, is purely arbitrary in its practical application, and will, as above 


briefiy pointed out, lead to inequalities in taxation, due to the varying 
methods employed by different corporations in the conduct of their 
business. 

“The rule for which we contend is certain, simple and sound, and, 
with all due deference to this department, will, we confidently believe, 
be ultimately adopted by the courts. 

“So believing, we with respect pray that treasury decision No. 2163 
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be reconsidered and so amended as to conform substantially to the pro- 
position printed on the cover hereof. With confidence we appeal to this de- 
partment, realizing that its officers represent the whole people, including 
this claimant, and that they will approach a reconsideration of this question, 
not as partisans of the government with interests adverse to this claimant, 
but as judges intent only on reaching a fair, sound and legal solution of the 
problem here presented. It is submitted that it is manifestly unjust un- 
necessarily to require claimant to pay to the government a large sum 
which he does not owe, and then incur the expense and suffer the delay 
incident to litigation to recover it. We therefore pray that the assessment 
hereinbefore mentioned be remitted, and that this claim for abatement of 
taxes uncollected be allowed.” 


VALUE OF TIMBER LANDS. 


The other document is entitled “Argument in behalf of the Southern 
Pine Association,” dealing with the treatment of value of timber owned 
by lumber manufacturers prior to March 1, 1913, when consumed by them 
in computing their annual income in pursuance of the provisions of the 
income tax statute of October 3, 1913. 

This memo, which is addressed to the commissioner of internal revenue, 
opens with the following preface: ‘Much confusion exists among lumber 
manufacturers—and apparently among the revenue agents and field rep- 
resentatives of your department—touching the treatment of the value of 
timber owned by lumber manufacturers (whether individuals, partner- 
ships, associations or corporations) prior to March 1, 1913, and consumed 
by them in the manufacture of lumber, in arriving at their annual income 
in pursuance of the terms of the federal income tax statute of October 
3, 1913. With a view of clarifying the situation and insuring substantial 
uniformity among lumber manufacturers in their method of treating this 
important item in the preparation of their annual returns, I beg, in behalf 
of the Southern Pine Association, which embraces in its membership a 
large percentage of the lumber manufacturers in the southern pine belt, 
respectfully to suggest the propriety and expediency of the promulgation 
by you of a new rule or decision, dealing solely with the conversion of 
capital assets by lumber manufacturers jn the prosecution of their business, 
and expressly repealing all former treasury decisions and rulings, in so far 
as applicable to the particular phase of the subject dealt with.” 

After reproducing these treasury decisions and rulings and briefly 
stating—in the belief that the problem may be narrowed to a single issue 
—the propositions applicable to the subject under consideration, the cor- 
rectness of which has been recognized by the treasury department rulings, 
the memo. reads as follows: 

“In considering, therefore, the proper treatment under the income tax 
statute of timber consumed by a lumber manufacturer in the conduct of 
his business subsequent to March 1, 1913, where such timber was owned 
by such manufacturer and held by him as a part of his capital assets 
prior to that date, the only problem presented for solution is to provide 
a practical method for determining with substantial accuracy the value of 
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such timber on March 1, 1913. There is no room for controversy as to 
the object sought to be attained. This department in its rulings has 
recognized the fact that a lumber manufacturer in cutting and manu- 
facturing timber and selling the manufactured products is constantly 
liquidating his capital assets, and is entitled to make a proper deduction 
on account of their depletion. The fact is also recognized that the value 
of the timber so cut and consumed on the date of the incidence of the 
taxing statute (here March 1, 1913), is a proper deduction to be made. 
The problem, therefore, is narrowed to the discovery of the proper 
method of arriving at such value.” 

The issue thus sharply defined presents an intensely practical problem 
and it would be helpful to consider briefly the nature of the lumber 
manufacturing business which, in many respects is peculiat to itself. 
Considerable space in the memo, is devoted to an analysis of the lumber 
industry and its development during the past fifteen to twenty years. 
Particular stress is laid on the fact that at the beginning of this period 
many far-sighted investors assembled, at comparatively low prices, numer- 
ous small tracts of timber into large compact bodies susceptible of being 
advantageously utilized for manufacturing purposes and that the assem- 
bling of these small tracts into large bodies of timber under a common 
ownership obviously gave to them a greatly enhanced value from a lumber 
manufacturing point of view, and added very substantially to the market 
value of the timber. It is also maintained that there has been a steady 
and marked advance in the market value of yellow pine timber in the 
southern belt from about 1894 to 1908 and 1909 with only a temporary 
setback in 1907, but that since 1908 and 1909 there has been no very 
substantial increase in the market value of yellow pine stumpage. After 
indicating that the reasonable market value of a body of timber at a 
given time can be readily and accurately established and that the United 
States has in its forestry department a most perfect organization for 
assisting the income tax department in arriving at or verifying returns 
involving the reasonable market value of timber at a given time and place, 
the memo. states: 


“There is, therefore, no substantial, and certainly no insuperable, diffi- 
culty to prevent the internal revenue department verifying the correctness 
and accuracy of returns made by lumber manufacturers based on the 
reasonable market value of their standing timber as of March 1, 1913. 
The logical, certain and simple method, and at the same time the legal 
method of ascertaining the profit or loss of the taxable period (as this 
department has aptly termed the period from and after the taking effect 
of the statute) is to value the property sold (or manufactured) as of 
March 1, 1913, and treat the same to the extent of such values as capital 
assets, and all enhancement in value or profits in excess of such values 
as taxable income.” 


It is then shown that in applying the formula at present prescribed 
by the department’s regulations, we are driven to inquire and ascertain 
the reasonable market value of the timber at the time and place it is 
cut and sold or manufactured into lumber in order to eliminate from 
the actual price received for the lumber the profits due on the manufac- 
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turing operations, and the memo. proceeds to ask, if it is feasible and 
practicable to ascertain the reasonable market value of the timber at the 
time it is sold or manufactured for the purpose of fixing the “selling 
price” to be used in the application of the formula, why not, in the same 
way and through the same sources ascertain and fix the reasonable market 
value as of March 1, 1913, without the use of any arbitrary formula, 
especially as it is patent that the formula in its practical application offends 
against the requirements of uniformity and equality which should be 
found in all taxing statutes and the application made of them? 

The memorandum closes with the following recapitulation: 

“To recapitulate: It is submitted that in arriving at the amount of 
net income of a lumber manufacturer subject to the tax under the exist- 
ing act, the reasonable market value per thousand feet of all timber 
owned by such manufacturer prior to March 1, 1913, must be ascertained 
and fixed as of that date, and as such timber is cut and sold, through 
manufacturer or otherwise, there must be deducted from the proceeds 
of such sale an amount equal to the value per thousand feet as of March 
1, 1913, multiplied by the number of thousand feet so cut and sold, such 
deduction representing depletion of capital assets of the manufacturer, 
and not income subject to the tax, for the following reasons: 

“First: Property held and owned by the taxpayer prior to March 
1, 1913, when converted into cash or its equivalent, cannot, under the 
constitution and statute, be taxed as income, save to the extent it may 
have advanced in value since that date. 

“Second: Standing timber owned by a lumber manufacturer on and 
prior to March 1, 1913, constituted a part of his capital assets on that date. 

“Third: When the values of capital assets as of March 1, 1913, are 
once ascertained, all will agree that such values are not subject to the tax. 

“Fourth: Standing timber has a market value per thousand feet as 
such, which can be readily and accurately ascertained as of a given date. 

“Fifth: This narrows the problem to but a single issue, viz.: the 
correct method of arriving at the value per thousand feet of standing 
timber as of March 1, 1913. When this value is arrived at, it consti- 
tutes one of two factors in determining the amount to be deducted on 
account of depletion of capital assets incident to lumber manufacturing 
operations, the other factor being the number of thousand feet of timber 
cut and sold through manufacturing operations or otherwise during the 
year. 

“Sixth: The pro-rating formula, as applied to the problem of ascer- 
taining the value of standing timber as of March 1, 1913, owned by the 
manufacturer prior to that date, but cut and manufactured and sold by 
him subsequent to that date, is fallacious, unsound, unjust and illegal, 
because : 

“(a) It necessarily uses cost as a factor, and ordinarily will result 
in subjecting to the tax a portion of the unearned increment inhering 
in the timber on March 1, 1913, which, under the constitution, cannot be, 
and under the statute is not, subject to the tax. 

“(b) The value of the timber on March 1, 1913, is a fixed and constant 
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fact. The application of the pro-rating formula would make this value 
vary from year to year, dependent upon (1) the length of time the timber 
had been owned prior to the law becoming effective; (2) the length of 
time elapsing after the law becomes effective before it is cut; (3) the 
market value at the time it is cut. It is self-evident that the value of a 
commodity at a given time cannot be made dependent upon the happening 
of subsequent events. 

“(c) Whatever may be said in support of the pro-rating rule as applied 
to the sale of capital assets by the owner thereof to another, it is obvious 
that this rule is unsound as applied to such a case as is here under con- 
sideration, where the capital assets are not sold by the owner in their 
original form to another, but their form is changed by him, and then sold 
in the form of manufactured products; and in order to ascertain the 
essential factor of selling prices, to apply the government’s formula, it 
becomes necessary to ascertain the then market value of the timber so 
sold, in order to allocate the manufacturing profit, which is embraced 
in the proceeds of the sale of the manufactured product, and clearly sub- 
ject to the tax. If through the ordinary sources it is practicable to ascer- 
tain the market value of the timber at the time it is cut, then it is equally 
practicable through the same sources to ascertain its market value as of 
March 1, 1913. 

“(d) Under the pro-rating plan, the pro-rata part of the advance in 
value of capital assets occurring subsequent to March 1, 1913, will be 
treated as capital assets, while the government (in the opinion of the 
writer, properly) contends that the entire amount of such subsequent 
enhancement in value represents a profit to the taxpayer taxable as income 
when and as converted into cash or its equivalent. 

“(e) Under the pro-rating plan, the tax will not be equal and uniform. 

“(£) As a practical question, it will frequently be absolutely impossible 
at this time to arrive at the first cost of timber purchased at different 
times, in small tracts, at varying prices, where incomplete records have 
been kept not only of the purchase price, but of such items as cost of 
cruising and estimating, legal expenses, commissions, carrying charges, 
etc., which all will admit should be taken into account in determining the 
actual cost to the taxpayer. 

“(g) The use of the pro-rating formula is purely arbitrary, producing 
a result bearing no rational or constant relation to the actual value of 
the timber. 

“(h) It is unscientific, and has never been adopted or used in the 
practical operation of any manufacturing business. 

“(i) It is complicated and difficult of application, and will entail 
greater expense and labor, not only on the taxpayer, but on the govern- 
ment, than the simple and direct plan of ascertaining in the usual way 
the market value of timber on March 1, 1913. 

“Seventh: The rule herein contended for of ascertaining the market 
value per thousand feet of the standing timber on March 1, 1913, through 
the usual methods and according to well established rules, has the follow- 
ing to commend it: 
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“(a) It is simple. 

“(b) The expense of ascertaining the factor of market value on this 
date is negligible. 

“(c) This factor, when once ascertained, is constant, and the only 
other factor necessary to determine the extent of depletion of capital 
assets each year is the number of feet of timber cut and manufactured 
that year. 

“(d) It tends toward equality and uniformity in taxation. 

“(e) Above all, it is legal. 

“The plan proposed is not novel and evolved for the purpose of 
accounting under the income tax statute, but is in effect one that has 
been substantially followed by the lumber manufacturer for years past, 
not with any ulterior motive and not with a view of evading any law, 
but that he may have a definite check on his manufacturing operations, 
and know whether or not they are profitable. It has been the practice 
of the lumber manufacturer in the past to treat his own timber con- 
sumed in manufacturing operations as if purchased by him at the then 
market price, charging the amount thus arrived at against the proceeds 
of the sale of the manufactured product. If the result disclosed a 
reasonable manufacturing profit, well and good; if not, then it behooved 
the manufacturer either to reduce the expense of operation or to sell 
his raw material to some one else at the market price. The rule con- 
tended for involves but a slight modification of the well-established 
accounting practices of the lumber manufacturer, voluntarily pursued by 
him without reference to any statute, for the reasons stated. Hereto- 
fore the lumber manufacturer has each year charged against his capital 
account on account of depletion the then market value of the timber 
actually cut, and in order to have a proper check on his manufacturing 
operations, he should, in the writer’s opinion, continue so to do; but 
for the purpose of this tax, he will be permitted to deduct, on account 
of depletion, only the value on March 1, 1913 of the timber cut each 
subsequent year. 

“Tt is hoped and believed that these suggestions will be received and 
considered in the same spirit of friendly codperation in which they are 
offered. If what is here submitted shall prove helpful to the internai 
revenue department in reaching a sound and permanent solution of the 
problem dealt with and prevent annoying controversies, vexatious delays 
and expensive litigation between the government and the lumber manu- 
facturers, the writer will feel abundantly repaid for the time given to 
the preparation of this paper.” 

In the preceding pages no attempt has been made, on the doubtful 
assumption that there might be grounds for contesting the basis of any 
of the specific arguments used, to take up a critical attitude, but on the 
contrary such an attitude was intentionally refrained from and an 
endeavor made to state the essential points of the case just as they 
are given in the documents. The matter has been stated in some detail 
that the readers may refresh their memories on the points raised by 
the two cases and at the same time that they may realize how weak the 
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case for the government would appear to be. The amounts involved 
seem sufficiently large to warrant the obtaining of the decision of the 
higher—if not the highest—courts of the land on the point. 





A correspondent has forwarded for use in the pages of THE JoURNAL 
an extract from a letter dated September 24, 1915, recently received from 
the office of the commissioner of internal revenue dealing with the ques- 
tion of depreciation of patents in the following terms: 

“You are informed that the regulations relative to the depreciation 
of patents as well as of physical property, contemplate that the cost of 
such assets or the capital actually invested in them shall be returned to 
the corporation through annual depreciation deductions during the life 
of such assets, and shall be ratably distributed over such life. 

“In the case of a patent which at the time of its purchase by the 
corporation had ten years to run, it would be proper for the corporation 
to deduct each year from its gross income one-tenth of the actual cost 
of such patent. The articles in the regulations referred to, contemplate 
that the actual cost of the assets with respect to which depreciation is 
claimed shall be ratably distributed over the number of years constitut- 
ing the life of the asset or the number of years of its life remaining at 
the date of the purchase, as the case may be.” 

The extract is important as it shows a disposition on the part of the 
authorities to meet the problem in a reasonable way; though it still leaves 
in doubt whether “capital actually invested” in the patent would include 
the par value of an excessive amount of capital stock or other securities 
given in exchange therefor. 
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Epitep sy SEyMour WALTON, C. P. A. 


Worps Orten Usep INCORRECTLY. 


There are many words that are often used in an entirely incorrect 
manner by accountants and business men, even by those who claim to 
be well educated. Some of the more frequent errors of this kind are 
noted below. 

Invoice. It is not an uncommon thing to have a man say that he 
is “invoicing” his stock of goods on hand, preparatory to closing his 
accounts for the year. The proper term is “inventorying.” 

Invoice is defined by The Century Dictionary as: “A written ac- 
count of the particulars of merchandise shipped or sent to a purchaser, 
consignee, factor, etc., with the value or prices and charges annexed.” 
This clearly confines the term to the description of lists of goods that 
have left the possession of the concern dealing in them. 

The only reason that can be advanced for the use of invoice to 
describe an inventory is that it is a list of the goods sold by one year to 
the succeeding year, and that the inventory is in reality an invoice sent to 
the latter year as the purchaser of the goods. This is a little too fanciful 
for the ordinary business mind. 

Inventory. The word “inventory” itself is sometimes used in a 
sense that is not strictly correct from an accounting viewpoint, although it 
is not contrary to the dictionary definition. Its derivation indicates that 
it is a list of things found. Finding things implies a search. As an 
accounting term, the word should be applied only to a list of those 
things for which a search must be made, such as material or merchan- 
dise on hand, or perishable tools, whose existence cannot be verified 
except by inspection and count. It should not be made to include unex- 
pired insurance whose value is determined by calculation, or furniture and 
fixtures which are carried at cost, less an estimated depreciation. The 
inclusion of insurance is a very frequent error; that of fixed assets is 
much less common. 

However, there are cases when the term inventory is properly applied 
to fixed assets. These occasions arise when a person takes charge of 
assets with which he had previously nothing to do. An executor of the 
estate of a decedent is such a person. It is his duty to search for and 
to list any assets that he may be able to find. The list when made 
is properly called an inventory. 

When a going concern puts a value upon its fixed assets for bal- 
ance sheet purposes, it should be said to “appraise” them, not to “in- 
ventory” them. The character and extent of the assets have been known 
ever since they were acquired and put upon the books. It is not a 
question of how many such assets the concern possesses, but of the value 
at which they shall be carried. 
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Customers. A mistake that is sometimes made is the use of the word 
“customers” to describe those from whom goods are purchased as well 
as those to whom goods are sold. A customer is “one who purchases 
goods from another; a purchaser; a buyer.”” The one from whom goods 
are bought is a “creditor.” 

Imprest System. As has already been mentioned in this department, 
the word “imprest” refers only to the sum of money which has been 
advanced for use asa petty cash fund. It does not in any way imply that 
all receipts shall be deposited in bank, and that all payments shall be 
made by cheques, although this meaning is often erroneously given to it. 

Real Estate. The correct definition of real estate is “immovable prop- 
erty, usually confined to land and buildings erected thereon.” As the 
term includes the buildings, the expression often seen in balance sheets, 
“real estate and buildings” is wrong. It should be “land and buildings,” 
if the two are to be combined at all, as they should not be, except in a 
condensed statement. 

Same. The use of the word “same” as a pronoun is so common as to 
be almost universal. It has a legitimate place in legal documents where 
precise reference is important, but in ordinary commercial writing, it is, 
to say the least, antiquated and awkward. It is easily avoided by the use 
of the appropriate pronoun, it, they or them. Instead of saying: “We 
have received vour cheque for $100.00 and have passed same to your 
credit,” it is far better to say “have passed it to your credit.” The Cen- 
tury Dictionary says: “It is a relative term, implying that what comes 
to mind in one connection and what comes to mind in another connection 
are one individual or set of individuals in existence.” Being a relative 
term, it must refer to two objects between which the relationship exists. 
It would be correct to say “have passed the same amount to your credit,” 
because that brings out the relation between the amount received and 
that which is credited. 

Voucher. Many persons have the impression that a voucher must 
necessarily be a formal document containing a receipt for money paid out. 
The term is much more comprehensive and includes any document which 
certifies or verifies the correctness of charges for values paid out or parted 
with, or of credits for values received. Any document, however informal, 
which sufficiently identifies a payment, a credit or a charge to the proper 
person is a voucher. 

Statement of Affairs. This term is often used to indicate an exhibit 
of the assets and liabilities and the consequent net worth of a business, 
considered as a going concern. Such an exhibit is the equivalent in a 
single entry system of the balance sheet in double entry. The values 
used are those which are legitimate in a going business. In a statement 
of affairs the values are those which it may be expected will be realized 
in liquidation, possibly at a forced sale. The basis of the two statements 
is fundamentally different. As the term “statement of affairs” has been 
appropriated by accountants for one of the exhibits, the other should be 
called a “statement of condition.” 
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Items AFFECTING DIFFERENT PERIODS. 


Editor, Students’ Department: 


Sir: I shall be pleased if you will advise me on the following ques- 
tion through the columns of THE JouRNAL oF ACCOUNTANCY. 

The A. B. Company, whose fiscal year ends December 31st, sold 
to C. D. on December 1, 1914, manufactured goods at the selling price 
of $200.00, cost price being $125.00. 


EeeE 4, TBs sales 1 cabenid sduies <% oss be ob 200.00 
RM CII 65. cs ea Obeddsaenaren 
CORUIINE SID vccicccucesceuccyrseabe 200.00 
ee OP ear were Ts 200.00 


The difference between $125.00 cost price and $200.00 selling price 
would be the gross profit on the transaction for the period ended 
December 31, I914. 

On June 1, 1915, C. D. returned the goods; the transaction being 
recorded by the bookkeeper of the A. B. Company as follows: 


DE WOE BOROURE on oc 00s cccccnhensesestsncnee 125.00 
ER... ossin dst haben ehhane aaaeren 75.00 
CEE ee BE chs vaknnedeues uw cots ioe cksere ete 200.00 
” -: RMN. GUE iid ck cncgnng des asheniees 
ee eR re rey 200.00 


His argument for such entry is that the current period should not 
bear the loss which would be entailed in charging the returned goods 
against sales. I contend that his principle is O. K., but, he should have 
charged inventory of manufactured goods with the $125.00 and surplus ac- 
count $75.00—my objection to his entry being that in charging material 
account (which in this case represents material purchased) his purchases 
for the current period will be overstated. He is also in error in charg- 
ing bad debt reserve with the profit unearned of $75.00. This is not a 
bad debt, as C. D. returns full value, no actual loss being sustained by 
the A. B. Company, and I do not think the bad debt reserve which was 
created specifically to meet loss through bad debts should bear the bur- 
den of this “reversed profit.” 

As a general rule, however, is it the practice to treat returned sales in 
this manner? 

Thanking you in advance for your consideration, I am, 

Yours very truly, 
Winnipeg, Manitoba. P. A. G. 


There is no question as to the charge of $75.00 to bad debt reserve 
being wrong. There was no loss involved in the return of the goods. 
The correction or reversal of a profit that was supposed to have been 
made is not a loss from bad debts. Charging the “reversed profit” to that 
account falsifies the statistics of the business. If there are many items so 
treated, the credit department will rightly object to the practice, as losses 
from bad debts are the fault of those who pass on the credits, and they 
will naturally refuse to be charged with anything but real losses. 

Usually no attempt is made to separate goods bought in one period 
and returned in the next from those bought and returned in the same 
period, because they do not often amount to enough to make much differ- 
ence. Where there are many items of this and similar characters, it is 
well to open a surplus adjustment account, to which would be charged or 
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credited any items affecting the profits that belong in the previous period. 
At the end of the current year, this account is closed into surplus. When 
making the revenue statement for the current year, the operating accounts 
are stated as to this year only, the net result being carried to surplus. In 
stating the surplus, the table begins with the surplus as shown at the end 
of the previous year, the net adjustment balance is added or deducted, 
the result being designated “corrected surplus as of December 31, 19—,” 
and the table is finished with the items belonging to it. The details of 
surplus adjustment may be shown in an appended schedule. 


INSTALLMENT NOTES. 


Editor, Students’ Department: 

Sir: I have a problem in notes. The party in question is an auto- 
mobile dealer who is distributor for a certain automobile truck. 

These trucks are sold to truckmen generally for about half the 
sales price in cash and the balance on note. These notes are paid by 
the purchaser of the truck on the installment plan; that is, at about $25.00 
a month, and the note renewed for the original amount less the part 
payment. 

To complicate things still more, practically all of these notes are 
discounted at the bank. 

There are about 125 of these notes handled in this way each month, 
so you can see that there is a lot of detail in taking care of the record- 
ing of the payment, the recording of the renewal and the payment to 
the bank of the installment paid in by the purchaser of the truck, as 
— people pay all their installments direct to the seller and not to the 
ank. 

I would appreciate it very much if you would kindly give me your 
ideas as to the best way to handle this situation in the preparation of 
a new set of books for this concern, in order to reduce, as much as pos- 
sible, the work of properly recording transactions regarding these notes, 
not forgetting that the subsidiary record of these notes must be bal- 
anced once a month with the controlling account of notes receivable on 
the general ledger and the account of notes receivable discounted on the 
general ledger. 

The seller of the truck must also notify the buyer when his note 
comes due as this class of people has no head for these matters. 

Here is the situation:—A man comes in and buys a truck, which is 
charged to him. He pays part in cash, which is credited to him, and the 
balance is taken care of by a note which is credited to him. Now the 
note must be entered in some way so that the purchaser gets credit and 
notes receivable account is debited. The note must also be recorded in 
such a way that it can be readily kept track of as to due date, and further 
that it has been discounted. 

It must now be remembered that part payments are constantly being 
made by the maker of the note, and that these payments must go to the 
bank where the note is discounted, and the renewal of the note must be 
recorded so as to show due date, amount, etc. 

When all the transactions for the month are recorded the record of 
notes receivable must be so constructed that a list of the unpaid notes 
may be made and this compared with the controlling account of notes 
receivable on the general ledger. There should also be some way of 
proving the amount of notes discounted as shown by the general ledger 
account of notes receivable discounted. 

Yours very truly, 


Rochester, New York. vB SB 
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There is a contradiction in terms in your statement. You say that 
the trucks are sold on the installment plan, and then you say that the 
note given is renewed, less the part payment. 

If the trucks are sold for one-half cash and the balance in installments 
of $25.00, payable monthly, there must be either a series of notes for 
$25.00 each, maturing at dates one month apart, or one note whose terms 
are that payment is promised in sums of $25.00 monthly. In either event, 
there would be no renewals of any of the notes, unless the terms were 
not lived up to, a contingency which we shall eliminate. 

If the trucks are sold for one-half cash and the other half in a single 
note payable at a fixed date, the sale is not an installment sale at all, 
so far as the original transaction is concerned. It does not differ in form 
from a sale in which it is expected that the note shall be paid when due. 
The renewal of the note, less a part payment, could still be made as an 
accommodation to the customer. If there is a written agreement to renew, 
the effect is the same, but the form is faulty and should be changed. 

Whatever the form of the notes, it is a simple matter to keep track 
of them in a proper register. This should be ruled in the following col- 
umns—Number. Date. Name. Address. Terms. Face of Note. Pay- 
ment, Balance—Payment. Balance. The payment and balance columns 
are repeated as many times as it is necessary to take care of all possible 
part payments. 

A new page of the register is started each month. The total of the 
face of note column at the end of the month is charged to notes receivable 
and credited to accounts receivable, controlling account, the detail notes 
having been credited to the individual accounts. The register thus per- 
forms the function of a journal. The cash book should have a column for 
notes receivable on the debit side, in which the part payments are entered. 
Each item is posted from there to the payment column in the register for 
the month. Of course, the totals of the cash book and of the register 
columns for the month must agree. The balance due on each note must 
then be extended into the next balance column. The total of this column 
footed clear through the register will agree with the balance of notes 
receivable account in the ledger. The extension of the balances will prove 
at the bottom of each page, making errors impossible at the end. 

A peculiarity of the register is that each set of monthly columns will 
be one space further along (to the right) in the one month than the 
columns for the same month will be in the succeeding month. That is, 
at the end of April the April payments will be in the third payment column 
for the notes taken in January, the second one for those taken in February, 
and the first one for those taken in March. It is presumed that there will 
be no part payments in the month in which a note is taken. The balance 
columns for April 30 will, of course, follow the same order. 

In this register the account with each note is shown on the line in 
which it is registered, and the balance with the controlling account becomes 
automatic. 

To take care of the notes that are discounted, a similar register can 
be made for them, except that the balances will be credit and the payment 
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column will contain the amounts paid to the bank to offset the payments 
made by the customers on their notes. The columns will prove as before. 
If preferred, the notes that are discounted can be clearly marked in the 
original register, and their balances taken off on an adding machine, to 
prove the notes receivable discounted account, thus doing away with the 
second register. 

The usual way is not to discount the original notes at all, but to 
use them as collateral, with right of substitution. The concern then gives 
its own note to the bank. At stated times, usually once a week, a list 
of payments that have been made is taken to the bank with new notes 
equal to their totals, which are left with the bank to take the place of the 
payments endorsed on the notes already held. 

If the notes themselves are discounted, as seems to be the case here, 
a cheque would have to be given to the bank for the payments to be 
covered. This cheque would be charged to notes receivable discounted. 
If the notes are used as collateral only, there would be no necessity for 
any account except notes receivable. The notes given as collateral would 
be so marked in the register. 

There is no necessity for any entry, if the present system is con- 
tinued, when notes are renewed. They can be treated as if they were, 
what they were intended to be, installment notes due monthly. 

The method outlined above can be used for any installment notes, 
with a modification if interest is to be charged periodically. The interest 
may require another column, or it may be entered in red ink in the pay- 
ments column and added to the note, the total of the red figures for the 
months being charged to notes receivable and credited to interest. 


INTEREST AS MANUFACTURING COST. 


Editor, Students’ Department: 


Sir: Will you please answer through the columns of THE JouRNAL oF 
Accountancy the following question? 

A, a manufacturer, suffers the loss of his property by fire. Is he 
entitled, in his claim against the insurance company, to include as cost 
of product manufactured and destroyed :— 

(a) Interest on capital invested in fixed assets. 

(b) Rent of factory buildings. 

(c) Cost of insurance of factory buildings and equipment. 

(d) Watchmen’s salaries and expenses. 

Thanking you in advance for your consideration of the above ques- 
tion, I am, 

Yours very truly, 
Brooklyn, New York. Epwarp Force. 


The question as to whether or not interest on plant shall be con- 
sidered a proper addition to the cost of manufactured product has been 
exhaustively treated in THe JourNAL oF AccounTANCy. The subject is 
too large a one to be gone into very thoroughly here. Suffice it to say 
that while some efficiency engineers were in favor of including it, the 
accountants who took part in the discussion were all opposed to its inclu- 
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sion. A. Lowes Dickinson treats the subject very fully in Accounting 
Practice and Procedure, and is decidedly opposed to its inclusion. 

Mr. Dickinson also objects to the practice of considering rent as part 
of factory cost, but his ideas on this subject have not been adopted by the 
majority of accountants. The rent of the factory is still considered an 
overhead expense, or factory burden, and until the opposite view is uni- 
versally accepted, an insurance company would have to allow it as an 
element of the cost of manufactured product. 

Insurance of factory building and equipment, and the salaries and 
expenses of watchmen are unquestionably overhead expenses, chargeable 
to the cost of manufacture. 


FooLisH PROBLEMS. 


Editor, Students’ Department: 


Sir: A public accountant has brought the following problem to my 
attention and, after solving it, I referred it to several other accountants 
with the result that each had a different solution. 

I now submit the ae to you for your kind consideration. 

A and B are equal partners in a business. A overdraws his account 
by $500.00. B demands that this amount be made good. A, not having 
enough money, agrees to forfeit his interest in a note of $2,000.00 held by 
the firm in consideration that the amount overdrawn be written off. How 
would you adjust the partners’ accounts. 

Thanking you, I remain, 

Yours very truly, 
New York. A. A. W. 


Every now and then a problem like this bobs up, and a lot of well 
meaning people waste enough gray matter on it to have done something 
really useful. It is impossible of intelligent solution, because no intelli- 
gence has been manifested in stating it. No one can tell positively what 
it means. 

A overdraws his account $500.00. What account? If his capital 
account is meant, he cannot forfeit any part of the $2,000.00 note, nor of 
any other asset, because, having no capital, he has no interest of any 
kind in any of the assets of the firm. They all belong to B, who has in 
addition a claim against A for $500.00. 

If A has merely overdrawn his drawings account, leaving his capital 
account intact, the proper steps to take would be to charge the overdraft 
to his capital account, and then for B to withdraw $500.00 to be charged 
to his capital account, thus bringing the two capital accounts to an equality. 
Since A did not see this proper method of settlement, and chose to 
forfeit $1,000.00 of his interest in the assets of the firm, another adjustment 
must be made. The intrusion into the problem of the $2,000.00 note is a 
mere catch, intended to befog the issue. A forfeits $1,000.00, whether of 
that particular note or any other asset. Then comes the question :—To 
whom does he forfeit it—to the firm, or to B? As A’s account is to be 
“written off,” the natural supposition is that it is to be charged to profit 
and loss. If that view is accepted, the $1,000.00 given up by A must be 
credited to profit and loss. The adjustment would then be: 
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MEE osc snnushencuousesaeees 1,000.00 
vn bis catasnc occa 1,000.00 

cc ccesapacteetcaveeess 500.00 
SEs. < v waacekihisahesss &¢ 500.00 

Profit amd loss, to close. ...... 2.00006 500.00 
DEE in.cs csctecesksapenecees 250.00 
MEE dies cp apanics chou cue mess 250.00 


A, having an original debit balance of $500.00 and being charged 
$1,000.00 and credited $750.00, now has a debit of $750.00, while B has 
gained a credit of $250.00, so that A is now $1,000.00 behind B by this 
brilliant financiering feat. 

But if it is considered that A forfeits $1,000.00 to B, it is only reason- 
able to suppose that B assumes the $500.00 overdraft to pay for it. In 
that case: 


TES Wi on HATER cee cei 1,000.00 
NN ccc hisseneeoentoes 1,000.00 

EE ots oe oc nduatmeeécmbeasaad 500.00 
eID ics. ccs hase canes Hi 500.00 


A is now $500.00 additional “in the hole” or $1,000.00 in all, while B 
has a new credit of $500.00, leaving A $1,500.00 behind B. 

I would not have wasted so much space on this problem, if it were 
not a fair sample of what some people seem to consider a proper test 
of accounting ability. One so-called university used to send out a similar 
problem to prospective students, and when they could not answer it, would 
use their failure as an argument for taking their course in accounting. 

On the face of it, the proposal of A to better his financial position by 
giving up $1,000.00 to gain credit for $500.00, might seem feasible to an 
inmate of Matteawan insane asylum, but scarcely to any one else. 


Discount oN CAPITAL STOCK. 


Editor, Students’ Department: 
Sir: I will appreciate it if you will kindly give me answers to the 
following questions: 
(1) Is it better to show discount on capital stock on the asset side of 
the balance sheet or deduct it from the capital stock on the liability side? 
(2) Would you consider the capital stock of any company impaired 
as long as it carried discount on capital stock in excess of surplus? 
(3) Can dividends be legally declared by a company who sold its 
capital stock at a discount until the discount is extinguished? 
(4) What do you think is the fundamental difference between dis- 
count on bonds and discount on capital stock? 
(5) Do you know of any circumstances that would justify or warrant 
premiums on capital stock being distributed as dividends? 
Yours very truly, 
Los Angeles, California. SUBSCRIBER. 


(1) No deductions can be made from the capital stock on the liability 
side of a balance sheet, except the par value of treasury stock or of 
unissued stock when the entire authorized capital is expressed. The bal- 
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ance sheet is an exhibit of the facts in regard to a company as those facts 
are recorded in the ledger. One of the facts is the amount of capital stock 
outstanding, as represented by a certain number of shares issued at a 
certain amount per share. As the certificates held by the shareholders are 
made out for the par value, the capital stock account must be the same 
in amount as the total of the certificates outstanding. 

The discount on capital stock must be carried on the asset side of 
the balance sheet as a deferred charge. The interstate commerce commis- 
sion lists among “deferred debit items” on the asset side “unextinguished 
discount on capital stock,” to be gradually charged off against surplus, 
unless subsequent sales of stock are made at a premium, in which case 
the premium realized may be credited as a reduction of the previous dis- 
count. 


(2) The word “impaired” means, “diminished in quantity or value; 
deteriorated.” This implies that a condition has been made worse than 
it was originally. As the discount on the stock was a condition of its 
original issue, the capital may be said not to have been fully paid up; it 
cannot be said to have become impaired. The only ways in which capital 
can be impaired are by the payment of dividends in excess of profit and 
by actual losses. The form is a voluntary act and is therefore illegal. 
The latter is involuntary and cannot be provided against except by a 
change of conditions or of management. 

(3) The fact that stock has not been fully paid up is not a bar to the 
declaration of a dividend, when bona fide profits have been earned sufficient 
to pay it. The discount on stock, being carried as a deferred charge, is 
in the same category as other deferred assets, such as organization 
expenses and discount on bonds. A reasonable proportion of such items 
should be written off each year, but what constitutes a reasonable propor- 
tion is left to the judgment of the directors, with the exception of dis- 
count on bonds, which must be amortized over the life of the bonds as a 
minimum charge. 

(4) Bonds bear a definite rate of interest and are almost universally 
payable at a fixed time. The credit standing of the corporation issuing 
them determines the rate of interest that they should bear in order to be 
sold at par. For various reasons it is often expedient to issue bonds 
bearing a lower rate than that which will cause them to command par in 
the market. The price at which they must then be sold is determined by 
the rate which is actually paid on the principal actually obtained, taking 
into consideration the fact that the discount must also be paid, since the 
bonds must be redeemed at par. The facts all being known, this basic 
rate is easily found. The discount on bonds, therefore, is interest paid in 
advance, because it is paid at the beginning, so that the interest payable 
during the life of the bonds may be at a lower rate than if the bonds were 
sold at par. 


Selling stock is not borrowing money, and dividends on stock are 
not interest. The fundamental difference between interest and dividends 
is that interest must be paid in any event, while dividends can be paid 
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only out of profits. As stock does not bear interest, the discount on stock 
is not interest paid in advance. It is not dividends paid in advance, because 
dividends are payable only out of profits, and there can be as yet no profits 
out of which advance dividends can be legally paid. It is purely an organ- 
ization expense, caused by issuing more stock than the corporation can 
reasonably be expected to pay such dividends on as will justify a valuation 
at par. 

(5) There are no circumstances that would justify or warrant the 
payment of dividends out of a surplus caused by the sale of stock at a 
premium, if the stockholders are led to believe, or are allowed to infer, 
that the dividends are being paid out of profits arising from the regular 
operations of the business. 

Surplus can mean nothing else than the excess of assets, properly 
valued, over outside liabilities and capital. How the surplus originated 
is immaterial, so far as the right to distribute it in dividends is con- 
cerned. If a board of directors should declare dividends out of a surplus 
that was contributed by the stockholders as premium on their stock, and 
allow it to be inferred that such dividends were paid out of operating 
profits, there is no doubt that they would be guilty of gross deception. 

There is no way to prevent this action on the part of the directors 
unless the stockholders safeguard their interest at the time they pay in the 
premium. It is often recommended that the accountant who makes the 
opening entries should credit the premium to special surplus, special re- 
serve, capital surplus, or some other account of like character, instead of to 
surplus. Those who give this advice seem to forget that the action of the 
accountant is not binding on the directors. They can at any time transfer 
the account to surplus and do what they please as to using it for dividends. 
But if the stockholders specify that the premium shall be credited to a 
special account that shall not be available for dividends, the directors are 
powerless to use it. The contract with the stockholders can be abrogated 
only by the stockholders themselves. 


BanK ACCOUNTS ON THE LEDGER. 


Editor, Students’ Department: 

Sir: In the course of a recent audit made in Savannah the ques- 
tion of correctly handling transfers of funds from one bank to another 
was brought up, and I would like very much to have your expert opinion 
on the subject. 

The circumstances are as follows:—The company does a business with 
three Savannah banks and two northern banks. They keep no ledger 
accounts with any of the banks. They wish to transfer, say, $10,000.00 
from one bank to the other. 

I take the position that all that is necessary is to note on the stub 
of the cheque book the fact that the funds represented by the cheque 
drawn were deposited in bank A, B or C, as the case may be. The stub 
of the cheque book used in connection with the receiving bank will 
evidence the receipt of the funds. This, in my reasoning, is sufficient 
record of the transaction. 

The auditor in question maintains that this transfer should be 
shown on the cash book, dr., and cr., the items of course not being 
posted to any account. The amounts will be added on both sides of 
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the cash book, and naturally no change in the balance will be effected. 
Petty cash in the office in question is also handled entirely outside of 
the ledger, and yet he would debit and credit petty cash in the 
same manner on the cash book. He maintains that every transaction 
having to do with cash must be spread on the cash book. 

I maintain, on the contrary, that the transfer of cash from one 
bank to the other, or from bank to petty cash, under the system used 
in the office in question, is identical with the transfer of merchandise 
from one warehouse to another, where no sale is made and a charge 
and credit would inflate receipts and expenditures, and convey a very 
incorrect impression as to the movements of the business for the period, 
when a statement was prepared. 

Your opinion on the subject will be highly esteemed, and will set 
the matter at rest in my mind for all time. 


Yours very truly, 
Savannah, Georgia. Cc. M.-L. 


Apparently the bank in question carries all five of the bank balances 
as part of the cash on hand. This is altogether wrong, and would not be 
tolerated by any national bank examiner who knew his business, and by 
few, if any, state bank examiners. I do not know the regulations govern- 
ing Georgia state banks. In most of the states, cash is actual money on 
hand, and, while the balances in local banks might be included in that 
category, it would be only by stretching a point. The balances in out-of- 
town banks are not money on hand and should not be so treated. A ledger 
account must be kept with each of these banks, and the account must 
be on the general ledger. 

However, if the cash book balance includes the money in two or more 
banks, transfers from one bank to another do not have to be recorded on 
the cash book. The record on the stubs of the two bank books is all that 
is sufficient. The system is the same as if for convenience actual cash 
were kept in a cash drawer and in five different safes. Transferring 
money from a safe to the drawer or from one safe to another would not 
affect the total of the cash; it would merely change its location. So far 
our correspondent is right. 

On the other hand, the auditor is right in demanding that the transfer 
be shown on the cash book, but he does not go far enough. He should 
insist that accounts be opened on the general ledger for these banks and 
that all transactions with them should go through the books. Otherwise his 
claim that all transactions of this kind should appear on the cash book is no 
more well founded than would be a claim that changing a ten-dollar 
bill for ten ones should be spread on the cash book. 

Usually a bank does not run a petty cash. If it does, it should be on 
the imprest system, whereby a round amount is charged to petty cash on 
the general ledger, and the same amount of money set aside as a fund out 
of which small payments may be made. At stated times a cheque to cover 
the payments to date is made and charged directly to the accounts affected 
by the payments. No charges or credits are ever made to petty cash 
account after the first charge setting it up. 

One point that our correspondent makes is not well taken. He says 
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that the practice he objects to would “inflate receipts and expenditures, 
and convey a very incorrect impression as to the movements of the busi- 
ness, when a statement was prepared.” The total amounts of cash 
receipts and disbursements do not in any way affect the financial condition 
of any bank, and no statement of them is ever made part of any exhibit 
of the bank’s condition. The only cash movement that would be of any 
interest to a banker would be the deposits and drafts of his depositors, and 
this would only be because he might wish to know how much currency 
it would be necessary to keep on hand to meet their requirements. 
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Correspondence 
Accountants and Engineers 


Editor, The Journal of Accountancy: 


Sir—Reading recent articles in THz JouRNAL or ACCOUNTANCY and my 
own experience with the upstate public service commission, have called 
me to suggest to you the desirability of a symposium on the relations of 
accountants and engineers in special investigations of various kinds of 
plants. 

Taking public utilities—with which I am more familiar—a great many 
accountants act as mere procurers of limited information for engineers 
who have principal charge of the proposition; while, in other cases, the 
relationship is just the other way. 

Referring to the two public service commissions in this state: In the 
city commission the function of the accountant is limited to securing 
certain data, which the engineer must have, from the company’s books. 
Using such data the engineer estimates and combines, making up the 
final report which is, of course, much more largely engineering estimate 
than accounting fact. In the up-state public service commission the method 
is the reverse. There the commission has held to the theory that in the 
first instance data as to property owned or earnings received should be 
taken from the books of account, which data is combined in a so-called 
examiner or accountant’s report. This examiner’s report or various fea- 
tures of it are then submitted to the engineer for verification, in so far as 
they relate to physical facts, i. e., quantities of property owned, number 
of consumers, etc. In other words, the information taken from the books, 
before being unqualifiedly used, is subjected to a physical verification for 
misstatements or omissions. This process is identical with that which 
is practised by accountants in connection with the verification of inven- 
tories, when the items are priced on the basis of cost. Cost figures taken 
by the accountant from the books are correlated by actual physical count 
of the inventory property by men familiar with it. 

When the engineer has finished “his report, the senior or supervising 
accountant, having general charge of the work, assisted by the man who 
has had charge of the field examination, correlates and combines the 
results of the field examinations by the accountant and engineer, com- 
piling a final report, with appropriate text, comment, or letter of trans- 
mittal, which goes to the client or the commission. This process ties 
the facts given in the report, in so far as is possible, to the books of 
account, and eliminates, except as to a few details, estimate and 
speculation. 

I am continually having brought to my attention reports by firms of 
engineers and accountants of high reputation, made without any codpera- 
tion with each other, showing entirely different results. Both classes of 
reports contain extensive reservations which might have been omitted if 
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the accountant had helped the engineer by giving him the information 
which was in the books, and the engineer had assisted the accountant by 
verifying the physical existence of the property and other matters, the 
mere record of which in the books was not conclusive. Particularly is 
this true in connection with the proposition as to whether property is or 
is not being well maintained. The accountant’s report gives no indication 
as to the physical condition of the property, for, though sufficient money 
may have been expended, it may not have been efficiently expended. The 
engineer, on the other hand, may report that the property is exceedingly 
well maintained, without knowing at all that such maintenance, which he 
usually assumes is charged to operating expenses, has all been capitalized, 
and, therefore, what may look from the combined reports of the two, 
without their being properly correlated, as a very satisfactory showing 
may develop into the opposite. The reverse might easily be true also. 

Each profession has its own place in these matters, and whether the 
engineer or the accountant should be generally in charge and have the 
final decision as to matters of judgment probably depends upon the rela- 
tive calibre of the men involved, the closeness of their relation to the 
client and matters of that sort. Of course I believe when the accountant 
has sufficient breadth and experience that he is better fitted to make a 
conservative report than is an engineer; but, on the other hand, some 
engineering concerns in charge of properties prefer to have the final 
opinion of a man who might be called a consulting operator, rather than 
of a man whom they may regard as being simply a high-class bookkeeper. 

In general accountants are less likely to be swayed toward undue 
optimism than engineers, and, on the other hand, they frequently are 
unnecessarily pessimistic, omitting favorable factors which would be 
obvious upon general survey of extrinsic conditions. 

This subject is one of increasing importance, and, even though account- 
ants must subordinate themselves to engineers, the work of both profes- 
sions would be much less discredited among business men who have to 
depend on these reports if there were eliminated the laughable disc-ep- 
ancies and the absurdities which appear when two independent reports 
upon the same property by representative members of each profession are 
examined. 

Another subject, which I should like to see exploited somewhat, is 
the assumption by many of our short-sighted public utility and railroad 
operators that it is desirable to capitalize every possible item in order 
to appreciate the value of their property, toward the eventuality of a pos- 
sible rate case with its accompanying valuation, thus understating their 
operating expenses and overstating the amount available for dividends 
(also for reduced rates, the demand for which is frequently accelerated 
by this practice). I have arrived at the conclusion that when the prop- 
erty is a going concern, the books should be kept with the utmost con- 
servatism, showing minimum values or amounts for Capitalization (borrow- 
ing of money), distribution of profits (dividends) or reduction of revenues 
(lower rates). On the other hand, should a rate case with its accompany- 
ing valuations arrive, it is entirely proper, under decisions of the courts 
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and commissions, to insist that the mere record in the books for the pur- 
pose of capitalization (honest statements to bankers and creditors inten- 
tionally erring for safety’s sake on the side of conservatism) and account- 
ing (results of operation for management and stockholders, upon which 
policy as to distribution of profits, expansion of business and fixing of 
price is based) is not controlling, but that in addition, the other remaining 
equally important elements of value must be considered, as required by 
the leading case of Smythe vs. Ames. 

Of course, this is upon the theory that a strong solvent public utility, 
giving good service at reasonable rates, is far better than a weak, halting 
one with rates closely approaching or below cost of production. In other 
words, I believe that the laws of business which have been extensively 
worked out in manufacturing and industrial concerns, are equally immut- 
able when applied to public utilities and railroads, in spite of regulative or 
temporarily repressive legislation which may be enacted; and that policies 
which have been found sound when applied to general business are not 
necessarily rendered inapplicable, because policy sometimes seems to 
dictate, for the purpose of a temporary superficial showing only, a different 
treatment. 

Very truly yours, 
New York. H. C. Hopson. 


Treatment of Bank Account 
Editor, The Journal of Accountancy: 


Sir—The following is an extract from a recent report issued by our 
office : 


“It is a custom of your general office to reconcile the bank account 
at the end of the month, to deduct the outstanding cheques from the 
total cash payments as shown by the cash book, and to post to the ledger 
as disbursements only those cheques that have been cleared through the 
bank. The amount of the outstanding cheques is carried forward as a 
part of the succeeding month’s business. 

“The result of this method of treating the bank account is that in all 
monthly balance sheets, the cash on hand and at bank is overstated, and 
the accounts payable are overstated in an amount equal to the sum of 
the outstanding cheques. The balance at your bank as of June 30 as 
shown by your statement was $19,900.00. As a matter of fact there were 
cheques issued and outstanding amounting to $13,000.00, leaving the 
actual available balance only $6,900.00.” 


Our clients took exception to the two foregoing paragraphs, and made 
inquiry of the bureau of business research of Harvard university as to 
the principle involved. 

Under date of September 7, Mr. Selden O. Martin, director of the 
bureau of business research, replied as follows: 


“We think that since bills are not legally paid until the bank on which 
cheques are drawn has cancelled them, you would be more exact if you 
allowed for your outstanding cheques on your cash book, even if, for 
some practical reasons, it might be more convenient to deduct the out- 
standing cheques from your bank balance.” 


399 





The Journal of Accountancy 


In the course of fifteen years’ active practice, this is the first time 
that the writer has encountered this method of treating the bank account. 
Will you not kindly invite some discussion of the theory and practice 
involved. 

Yours very truly, 
Spokane, Washington. Extitrs LEMASTER. 





Illinois Society of Certified Public Accountants 


At the annual meeting of the Illinois Society of Certified Public Ac- 
countants, held in September, the following officers were elected :—Presi- 
dent, Harold Benington; vice-president, Francis R. Roberts; secretary- 
treasurer, Charles R. Whitworth; directors, A. E. Andersen, G. W. 
Rossetter, Thomas Drever and C. H. Langer; auditors, W. B. Flershem 
and J. B. Cook. 





Colorado State Board of Accountancy. 

C. G. Weston, C.P.A., has been appointed to fill the vacancy in the 
Colorado state board of accountancy caused by the resignation of A. E. 
Keller. The board at present consists of the following: President, S. R. 
Schaeffer ; secretary, C. G. Weston and treasurer, Ben Morris. 





The Chicago Association of Credit Men, through its credit codperation 
committee, has undertaken a campaign for the improvement of accounting 
methods in the retail stores of Chicago. The grocers are the first to be 
approached and other retailers will be assisted later. The committee has 
adopted the system of accounts for retail grocers prepared by the Harvard 
bureau of business research as the basis upon which to work. It is 
announced that the committee will give personal assistance to any retail 
grocers who have difficulty in inaugurating the system. 





Byrnes & Baker, certified public accountants, announce that they 
have taken new and larger offices at their old address 52 Wall Street, New 
York. 





George E. H. Satchell announces the opening of offices for the practice 
of accountancy at Coalinga, and 308 Rowell Building, Fresno, California. 





Wesley James McCarty, C.P.A., announces the opening of an office 
for the practice of accountancy at 738 Broad Street, Newark, N. J. 





